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Letters of transmittal 



December 27, 1982. 
To the Members of the Joint Economic Committee: 

. . I am transmitting Tor the use of the Joint Economic Committee, 
Congress, and the interested public a compilation of papers assess- 
ing the economy of China entitled "China Under the Four Modern- 
izations, Part 2." This compilation contains current information 
and analyses of China's foreign economic relations. 

We are grateful to the .Congressional Research Service of the Li- 
brary of Congress for making available the services of John P; 
Hardt, who helped plan the scope of the research and coordinated 
and edited the contributions^ Dr. Hardt was assisted by Kate T 
Tomlinson, formerly of the Congressional Research Service sta/f. 
The project was supervised for the Joint Economic Committee by 
Richard F. Kaufman. 

The vie ws_cbn tain ed in this study are hot necessarily those of the 
Joint Economic Committee or of individual Members. 
Sincerely, 

Henry S. Reuss, 
Chairman, Joint Economic Committee. 



December 22, 1982. 

Hon. Henry S. Reuss, 
Chairman, Joint Economic Committee, 
Congress of the United States, 
Washington, D.C 

Dear Mr. Chairman: Transmitted herewith is a volume of stud- 
ies on the Chinese economy entitled "China Under the Four Mod- 
ernizations, Part 2." The studies were written by specialists who 
were invited to contribute because of their expertise about China. 
The authors come froin universities, research organizations, and 
agencies of the Federal Government. 

Views expressed in the papers are those of the individual authors 
and do not necessarily represent the views of their organizations or 
of members of the Joint Economic Committee. 
Sincerely, 

Richard F. Kaufman, 
Assistant Director, Joint Economic Committee. 
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SUMMARY 



By Jolin P. ITitrdt 

T. MODHltN iZATlON : A: Rotky Couksk 

The (ietorininiition to modernize the economy of the PcopityS-Reputb 
lie of China on the course initiated by Mao's successors in 1977 

continues. _ - 

The drive toward normalization of China s economic relations with 
Japan, the United States and the other advanced industrial economies 

is resulting in i tic rousing degrees of interdependence, 

However, the Four Modernizations, the program for modernizing 
agriculture, industry, science and technology, and defense Hjus under- 
gone considerable changes since it was first announced in 1077: Having 
realized that it was much too ambitions, given China's current capabili- 
ties, the leadership is in the process of adjusting, reorienting and re- 
trenching tlic Four Modernizations into something more pragmatic, 
realistic and attainable. The main lines of the modernization program 
still obtain, hut the adjustment, may occupy much of the decade of 

tlio lOKOs: ... t : - .. . - 

Economic development is still the overriding unperatwc, but 
the reliance on costlv major projects is being reduced: For ex- 
ample* the mammoth', modern Baoshan iron and steel complex is 
being scaled down to a more attainable size and schedule. 

Although implementation of economic reforms such as de- 
centralization of planning arid the introduction of incentives con- 
tinues, efYorts have been made to retain necessary central control 
and economic stability. : i u 

Western systems and processes are still important, but the 
measuring rod for China's' modernization is no longer the acquisi- 
tion of the most advanced Western technology, but a judicious 
blend of foreign experience arid self reliance. . 

Improvement in living conditions is still an important goal, 
but the earlier expectation that China could rapidly move beyond 
meeting the subsistence requirements of its citizens must bo 
tempered. _ __ - - 

Uncertainty ^bout the effectiveness and permanence, of the adjust- 
ment persist* Retrenchment may yet become reversal: Leadership 
changes may resurface at least some of the old ideological priorities 
evident during the Cultural Revolution and the Great Leap Forward. 
Likewise, the priority of the fourth modernization — that of the mili- 
tary — may rise and threaten the preeminence of the other three. 

The normalization of economic and political relations with Japan, 
the United States and other advanced Western economies continues 
to contribute to modernization. But, normalization has also been re- 
assessed and adjusted : 

(1) 
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Western imports for major projects have been cut back in ac- 
cordance with China's limited mini currency reserves and special 
technological requirements; 

.Institutions, legal systems, market practices are still in a state 
of flux: -While "Western practices are emulated, they are also being 
adapted to China's special circumstances and needs. 

Barriers to Western economic relations such as expropriation 
claims, political constraints and tariffs and credit restrict ions con- 
tinue to be reduced, but this full use of Western business and gov- 
ern mental banking f ivci 1 i tie^; is pnrsi. »d at a more measured, se- 
. lective pace. - 

:_.Just *M* political stability is critical to modernization and normaliza- 
tion, adjustment of Chinese modernization and normalization is criti- 
cal to political stability and economic growth in the P.R.C. Opportu- 
nities for Western exporters inthe China market, business facilitation, 
financial mechanisms, and legal facilities all turn on the pace and char- 
acter of normalization: Once again Western exporters have seen 
through the "oil for the lamps of China" mirage and adopted more 
modest expectations for new and profitable China markets. Chinese 
planners, in turn, have scaled down their plans to fit technical and 
financial possibilities. . 

...Mili tary m cm 1 e r n i zat i a h in ay , in turn, be n efi t froi n the widened p ros- 
pects for American military, sales. Still, limited Chinese ham currency 
reserves as_\yell jiscoiitiniiixl American caution may preclude any sub- 
stantial How of arms from the United States to China. 

II. Futuhk Modernization Ungektaixties 

Prospective improvements in the economy of the People's Republic 
of China may bring problems as well : 

1. The post ^ la o 1 ea de rsh i p has given high priority to eeonom ic 
modernization, professionalism, and incentive systems in planning 
and management. The PRC's need for Western products and proc- 
esses has created an opening for greater influence and a. favorable 
environment for closer commercial ties with Japan, the United 
States* and other Western industrial economies. 

2. The rap p roc heme n t be twee n th e United St ates a n d t he Peor 
pie's Republic of China has been followed by increasing political, 
commercial, scientific, social, and other relations. Commercial rela- 
tions have expanded due to China's stated needs for Western tech- 
nology. Limited oil revenues and a more restrictive attitude to- 
ward credit suggest constraints on wider commercial ties in the 
future. Since our continuing ties with and arms sales to Taiwan 
are serious ^barriers to rapid improvement in political and military 
relations, improved economic ties may be the most attractive 
avenue for improving Sino-American relations for the immediate 
future. 

& The leaders of the PRC have given priority to economic 
modernization. Although the purchase of foreign military tech- 
nology is part of China's current long-term policy, Western in- 
fluence is still likely to be greatest in relation to China's economic 
needs: In spite of the possibilities for progress in controlling pop- 
ulation growth, the Malthusian specter still looms in China's fu- 
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thro. Transfers of agricultural technology from the West may be 
critical for the long run. Although only marginally significant 
in the short run. imports of grain may at times provide a critical 

margin; 

4. Effective planning arid management turn on accurate and 
timely information. The poor quality of statistical processing in 
the past, especially during the Cultural Revolution, poses prob- 
lems for Chinese planners and makes it difficult for Western ana- 
lysts to evaluate the Chinese economy's prospects. In recent years, 
modest r but significant, improvements in the quantity and accu- 
racy of published economic data, empirical evidence from ex- 
changes, and substantially increased Western access to the end 
users of Western imports have aided Western analysts in apprais- 
- ing China's economic policy and performance- 
It is difficult to separate long-term or cyclical trends from variable 
or temporary factors in performance. Nonetheless, it seems clear after 
three decades of power that Chinese leaders aim to develop a modern, 
powerful, industrial state that would be capable of dealing on equal 
terms with the superpowers, while providing adequately for its citi- 
zens' needs: The current Chinese development plans, however, are not 
characterized by the Stalinist urgency to overtake and surpass the 
West in & .short, definite, time. period — a goal the Chinese themselves 
e x pre ss ed dii r i ng t h e per iod of th e Great Leap Forward 

Against this-long-term aim of aciiievingan economic basis for super- 
power status, from time to time China has pursued political, ideolog- 
ical ^ and social policies that derailed the progress of economic nation- 
building in the short-term. These policies threatening the primacy of 
economics may re-emerge in the years immediately ahead and influence 
economic performance: 

Political succession— Inevitably, the 79-year-old Deng— the archi- 
tect of an d t he po wer _beh in d China 's _cu r r ent po\ i c ies— wi 1 1 be ch al- 
lenged or- die. Efforts at installing successors to "Deng will lead in all 
likelihood to an unsettling struggle rather than an orderly transfer 
of power^ 

Revival of ideological preeminence. — There have been times such as 
the Great _Leap Forward and the Cultural Revolution when the em- 
ph as i s on ideological re vital izat i on conflicte d w ith pol icies to imp rove 
economic performance. If this experience is repeated, stable long- 
term growth m ay be jeopar d i zed. To assu me that rib recurrence o f 
these economically disturbing political-ideological cycles is likely is, 
on the one hand, to assume that cycles in the past were primarily due 
to the unique force of Mao ? s personality_and, on the other hand, to de- 
em phasjze the broad the "Yen an" revolutionary 
spirit in the Party and nation as a whole. 

Foreign threats or opportunities requiring m&re weapons and mili- 
tary forces.— Concern about the Soviet Union may at any time lead to 
a major shift in Chinese military policy or a force buildup. In addi- 
tion, Peking might well become more actively involved in supporting 
Asian Communist powers if circumstances were different, despite 
present indications of military restraint. 
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III. Uncertainty op the Future 

Modernization of the Chinese economy launched with such high hope 
A n ^. e xp e y atjoris jn 1977 has run into rough sailing. Adjustment, re- 
orientation, and retrenchment have been necessary almost from the 
outset. Yet important progress has L»een made and significant changes 
have beea initiated. 

The achievement of a modern, industrial, competitive economy by 
the People's Republic of China is not certain for any particular future 
year, certainly not for the year 2000. However, China has the resource 
potential, the skills and the will to change. A formidable task lies 
ahead, but success should not be ruled out. 

Joining the economic powers of the region and the world may be 
some time off for the People's Republic of China. China has launched 
modernization. The Western nations have adopted a policy of "nor- 
malization", accepting China into the global family of economies. 
Active and equal participation by China as an industrial nation in the 
world market is some years off. 

IV. Contributors' Insights on Chinese Modernization and 

Normalization 

The authors of the chapters in this volume are American specialists 
on China. Majiy have drawn on recent experience in the People's Re- 
public of China. The cooperation of Chinese officials and citizens and 
the authors' access to key people and institutions in the major cities 
and in the countryside have greatly enhanced the quality of insights. 
The interest of Chinese officials and scholars in previous volumes on 
the Chinese-economy released by the Joint Economic Committee con- 
tributes to U.S.-P.K.C. cooperation and mutual understanding. This 
interest .is evidenced by the publication of complete official Chinese 
translations of previous volumes in large editions, which have been 
widely distributed in the People's Republic of China. 

Some of the major questions addressed in the studies in both vol- 
umes, and indications of some of the authors' responses are illustrated 
below : 

1. 1 8 the current leadership committed to putting the economy of the 
People's Republic of China on a path of stable, continuous economic 
growth? Docs this neta course amount to an irreversible change from 
past deveTopment policy? 

Deng Xiaoping has led the right* wing survivors of the two-line struggle in their ; 
steady rise to power within the post-Mao leadership over the years since the 
death of Mao and the overthrow of the Gang of Four in 1976. This new or post- 
Mao leadership is dedicated to reestablishing China's economy on the path of 
sustained growth during the 1080s as a necessary precondition to the long-run 
achievement of the Four Modernizations. In their search for the path of sustained 
growth the post-Mao leadership has introduced a Whole series of new economic 
policies and reforms made necessary by the economic problems, policies, and 
institutions they inherited from the past. . . . [Tjhe post-Mao economic pro- 
gram is the result of a continuous process of experimentation in their search for 
the path cC Sustained growth; a process which has encountered problems and 
undergone several twists and turns, but which is likely to continue throughout 
thel930s. 

Taken as a whole the post-Mao leadership's program oif economic policies and 
reforms has become an across-the-board attempt to change the traditional Chinese 
development model. . . . [T]hey also have led to many favorable changes in 
China's economy that augur well for the attempt to ragain self-sustained growth. 
[Dernberger, "The Chinese Search . . Vol. 1, pp. 19, 20.] 
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2: Hmo will the pciitiwii dynamics cf the post-Mao era influence 
f uture economic policy/ WiJl political ayYianucs change the character 
of the Chinese development inodel formulated under Mao's rule? 

Souie Chinos lenders have been particularly out spoken in arguing that 
.sweeping political reforms are a prerequisite for an effective pursuit of the four 
modernizations. 

The reforms Include changes in Chinese laws, institutions and administra- 
tive practices, but at their heart are major leadership changes. Following the 
death of Mao and the arrest of the gang of four" in late l07G, Chinese leaders 
inherited a massive administrative structure staffed by cadre seriously divided 
along idtologUal gem rational. Institutional and factional lines Reformers like 
Chinese Communist Tarty (CUP ) Vice Chairman Deng Xiaoping recognized that 
Chinese decision making on economic development and other programs would 
continue to be disrupted by such divisions unless they managed to establish a 
more tmifletl and competent leading group at the top levels of the party, govern- 
ment and army. ... 

Prospects for solving these kinds of leadership differences appear 
uncertain. ... — 

A cautiously optimistic scenario for the next few years holds that Chinese re- 
formers will continue to make slow and halting progress toward the establish- 
ment of a nvore unified, pragmatic and technically competent leadership that will 
gradually develop a more coherent modernization program capable of eliciting 
more active support from Chinese officials and people. [Sutter, Vol. 1, pp. 77, 78.] 

3. What have been the major developments in the Chinese economy 
since Mao's death ? 

1: After an initial hurst of overoptimistic. economic plana. the_ post-Map 
government has brought its modernization goals In line with China's real needs 

liiul available resources. . . _ __ _ _ 

- 2. The government lias provided more inputs for the agricultural sector, raised 
farm procurement prices, and encouraged private plots jmd j>ea^nt_markets. 

3: Concurrently, Beijing lias Canceled or i>OHtl>oued major construction proj- 
ect s , part i cu 1 a rl y heavy i n dus t ry pro jects w \ t h ex peusl ve foreign^ e<pii p.m. e in t, 

4, The People's Liberation Army, while continuing, to improve Jn weaponry 
anil discipline, has had to accept a stretchout in its re-equipment program, _ 

5; Scientists: have returned to laboratory and classroom^ iiniverSitjIes have ^re- 
stored their admission standards, and gifted students have gone abroad to master 
Western technology: 

(>. The government lias re-afflrmed the clear-cat goal of the population control 
program — one child per family. — 

I. The consumption sector has gained new Impetus, from Jmeasures favoring 
agriculture, light industry, and small-scale handicraft _and servicejenterprises. 

8. The People's Republic- has- broadened its participation _in_thelnternational 
economic system, joining the IMF and World Bank and seeking credits from a 
wider-variety of sources. : — : — - L 

9. These pragmatic programs will help offset factors pnshJng. down. growth 
rates in the lOHO's, such as diminishing returns in agriculture^ the_overloading 
of transportation and communication facilities, the dearth of modern accounting 
and statistical methods, the apparent spread of cynicism and.seK-tadulgence,_and 
the drawbacks of u Soviet-type system for running an increasingly complex 
economy. -- -- — ^ 

10. In particular, the recent peaking of oil production at _2_million barrels 
per day (plans had called for 5 million b/d by 19851 wilt dampen growth by 
reducing China's- ability to buy foreign machinery J$nd technology, 

II. Bemuse of the absence of a charismatic leader like Mao .Zedong and the 
economy's development of deeper roots,: political turbulence probably will disturb 
economic activity much less in the 1980's than in the first three decades of com- 
munist rule. 

12. The huge population will remain the Bingle most dangerous Jong-term 
threat to maintaining rapid growth; today's one billion Chinese will have 
increased by at least 200 million at century's end, even assuming the success 
of the government's population control program. — 

13. In short, while growth rates in China almost certainly will fall off In the 
remainder of the century, the new pragmatic policies will greatly reduce chances 
of a precipitous decline. 
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14. The People's Republic will .realize substantial absolute gains in agriculture, 
ji.Justry, defense, and science and technology, while remaining far behind the 
standards of Japan and the leading Western nations, [Ashbrobk, Vol. 1, pp. 
lOCklCi.] 

. 4. Has China's transportation network been expanded in the last 
decade to meet the burgeoning needs of the economy f 

China's -transportation, networks continued their remarkable growth during 
the 1971-1980 period: All the modern transport sectors — rail, road, water, air, 
and pipeline— set hew records jh freight handling; the traditional sector con- 
tinued supplementing the modern sector by moving large quantities of goods 
over short distances. ... 

in spite of the Impressive increase in freight turnover since 1970, China 's 
transport systems at_presen_t are Rarely sufficient to meet economic development 
needs.. in_ 1980, the. railroads, carrying. 50 percent of nationaLieight turnover 
in the modern sector, remained the predominant form of transportation* Howr 
ever, the utilization of railroads is near saturation nationwide .and in some areas 
Is tagging behind transport needs; Water transport was second, handling. 44 
percent of the turnover volume: Here, the need for continuous dredglng of water- 
ways and harbors and for the modernization of ports and the inland fleet restricts 
expanslotiuof inland water routes asd development of harbors: With a limited 
number of only poor quality highway routes, the highway departments played 
mainly a supportive role to other sectors as road traffic accounted ^for only 
slightly more than 2 percent of turnover. In light of therecent slowdown in 
oil production, the pipeline sector, handling 4 percent of modern turnover, 
probably Is the only sector not being pushed to capacity: For the air sector to 
Hjgnlflcantly increase !*- contribution to the transportation infrastructure, cargo- 
bnntlllng-faciUtles and lnternal transport system linkages will require moderni- 
zation. [Peterson, Vol. 1, p, 139,] 

5. What are the likely ranges of population growth and hom has 
China been .controlling popxuation growth? What are the problems 
and prospects of the new. upcoming census? 

A major change has takerl place since 1978 In the availability of national and 
provincial population data from China and In the policies of the Chinese gov- 
ernment toward Statistics in general, . 

Some of these data -show a demographic Impact from the food crisis of jQ59-r01 
that is far more serious than -most foreign observers had supposed^ Chinese 
sources say tha\: there was even a net loss of population in one or two of the 
years. 

Other doubts are raised by the extremely rapid declines in_fertility andJiat- 
ural increase in the country as a whole and in some of__the.prayincea_betw.eeii 
1970 and 1980: Recent Chinese sources have been quite candid In discussing 
widespread falsification of statistical data in China, and sever.il say that births 
are deliberately underreported in order to show success in family planning 
work. ... — --- - — - 

Concern about the reliability of population data _ls: one. of _the reasons _why 
the Chinese leaders iiave decided to take a new census^ But the cenaus_poses_ a 
threat or. exposure to those local leaders who have _falaifle_Lpop_u)_atiaB _data. 
The critical question is whether the census field procedures can. ue designed In 
such ' a way as to make sure that the census, returns are immune from local 
manipulation before they are submitted^ for tabulation, ._____. , ^The census has at- 
tracted worldwide attention because it is the largest census ever undertaken and 
Is expected to provide answers to___nany of the long unanswered questions about 
China's population: [Alrd, Vol. 1, pp, 172-173.3 

6. The urban and rural labor forces of China are sharply different 
in terms of their economic and social roles. How does primarily rural 
collective labor differ from predominantly state-run urban labor? 

Since completion of the land reform and collectivization of agriculture and 
traditional trades and socialization of the modern sectors of Industry, con- 
struction, transport, trade, and finance in the 1950's, employed Chinese have 
worked in either one or the other of two basic types of enterprise or organiza- 
tion, one a collective undertaking, and the other a state-run organization. Up- 
wards of 90_percent of the population of China, works In (and are members of j 
collectives, which are predominantly (although not exclusively) rural, while 
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the remainder work- in stnt«»-ruii undertakings; most of Avhlch are locnted ln 
„i-bah areas. ColIK-tlves- tin?- responsible for tliolr <»wn prolltH a ud„ losses and; 
in general, are riot eligible for Investment iiflMlQ -Uider .the xtnt.e. plan or tor 
any- other Torni nr. state cash distributions, except tor disaster aid. JSUUe-.run 
undertakings, on the other hand; r'.oeivi? state-subsid learns, needed^ ami Jnvest- 
niiMit uiiide under state economic plana:.; ; .The Hints sector, representing lean 
than M) percent of- the popul:it_on; primarily urban and noiiu^riciiltnra.l,..rer 
celvos iiUhbHt nil of the Invent incut: made under the state. e«>uond<^ plans, and 
alriiost all of the subsidized- welfare and educational services and entertainment 
tluif the state provides, and Is fed on what amount to statc-HuhslilJzed .rations 
of grain; edible rdl, meat, and lisli purelinsetl from the rural. peasant population 
usually iit Mxed prices set. by the state. On 'he other hand, the more. than 80 
percent of the population, mostly peasants, that provJdea most of tlu\mbor used 
t-> produce the food consumed In ; China, receives very little In return^, small 
ariioii+jts of cloth rind other rationed Items but very low soclnt and welfare serv- 
ices. This sltuntioii ran be viewed In several Ways. One way is. to think of it is 
as most or the feasant population sup|x>rtlng the favored. ie.w_.Ju_t.he_ cltjea. 
Another is to consider the two sectors as two separate economies which have 
very few JriterebriheeUoris; Either way, It. is perfectly _ clear JthaJt it costs the 
state much more to support one city dweller eligible for state grainnnd other 

rations than to maintain one peasant at a suhststence level .of .living.... .... 

PinVrericos between urban arid rural standards of living have preoccupied 
Party leaders evat^ since the completion of eoIl£ctivi_uf ion and socialization pro- 
grams in 19o7-a977. IKinerson, Vol: 1, pp. 235, 236:] 

7. )Vhy has Chinese mode rn iz at ion not entailed urbanization, as 
Iu<* been the pattern elsewhere? Have the Chinese avoided the prob- 
lems of urbanization common elsewhere? 

While modernization norma I fy Jiiiplley Urbani^Uoti, China has b£enJiJttemj)t- 
irig to modernize wltbOut increasing the proportion of the population that Jjyfitt 
in cities and towns. This may be a unit pie exiK>riment in. the hi.sto.ry of nations 
and has required innovative approaches to ma ny economic and mciat problems. 
Some have worked, some have failed, and some are still being tested. Rul while 
China Is struggling with urieriiplbymerit, pollution, -housing shortages, land _use, 
consumer services and innumerable other difficulties, that stein from , urban 
growth. Reljlrig does not know how many people live In the urban areas, 

The exi>erlence of the People's Kepublic of China has been quite- different 
from that of other developing nation* China's Urban growth ban had it3 ups 
and downs— periods of "blind iriultratlbn^ oy the peasants and of forced evacu- 
ations— hut over the past three tiecades China has been able to limit the. flow of 
population into the cities and .thereby has avoided some of the worst conse- 
quences of urban sprawl. She has not found any magic solutions, however, and 
"success" is only relative. Her urban problems may appear somewhat more man- 
ageable simply by virtue of controlled urban migration, but they are actually 
numerous and serious. In a sense, by "bottling up" the rural population, Beijing 
has spread a host of problems more evenly between town and village. And, in 
a sense, this was Mao's intention. [Orleans, Vol. 1, pp. 268, 270:] 

8. How are key indust?*ies adjusting to meet the needs of moderniz- 
ing China? What kind of constraints and stimuli do energy supplies 
exert an Chinese economic groioth? 

in the last ronr years. Inith Chinese arid Wewierri perceptions of the outlook 
for Chinese industry have changed drastically. At the- National People's Con- 
gress in March 1978. Premier Hua Guofeng announced an ambitious ten-year 
plan for the modernization of the Chinese economy. Steel was expected to grow 
from 25 million tons in 1977 to 80 million tons in 1985, arid the gross value of 
industrial output was planned to Increase ten percent annually. 

The Chinese felt the planneu 20-percent rate was attainable because they 
attributed the poor industrial performance during the previous f^veral years 
(especially 1974 and 197«) to i>olitieal disruption. . : : Many Western econom- 
ists recognized at the time that the targets of the ten-year plan could not be ful- 
filled by 1985, but neither they nor the Chinese planners had enough data to 
understand fully the natuie and scope of the problems. 
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Even as the*w ithiKirtiiiit limitations to growth were surfacing, a fundamental 
cra^k appeared in the foundation of Chinas modernization plan. Planners in 
Beijing— who were counting on continued high growth in oil Output to fuel and 
finance the modernization program — found that oil prospects had been seriously 
overstated^ In contrast to 10-percent annual growth they had anticipated, they 
were faced with ithe prospect of a decline in output. This rapidly emerging 
problem has led us to examine the impact of energy shortages oh industrial out- 
put <>ver the next five years. 

We have concluded that energy constraints alone will slow the industrial 
growth rate to between 3 and 5 percent annually through 1085, compared with 
9,6 percent in 1975-1080. Heavy industry will probably continue its downward 
drift through the mld : 1980s, and even under the best of circumstances, will barely 
make up for the decline we anticipate in 1081. The tight energy supply, par- 
ticularly of oil products, will probably force Beijing to intervene repeatedly in 
the allocation of fuel, implying strong central control. 

This general pattern will persist until the energy shortage is relieved. [Field/ 
Flynr, Vol. 1. pp. 335, 357.1 

Construction of the Baoshan Steel Mill began in 1978 as a symbol of China's 
drive to develop one of the world's advanced industrial economies by the year 
2000. The projected six million ton per year Shanghai-area plant whs to be the 
linchpin in the expansion of the industry viewed as the key link in overall develop 
ment. It was also designed to be a showcase example of gaining access to state of 
the art technology through cooperation with foreign companies. 

By 10£C, liinvever, Baoshan has become synonymous with difficulties and set- 
backs encountered in the modernization drive, and with abandonment of goals and 
changes in priorities. . . . [M]bst of the controversy over the plant is connected 
with larger policy issues, such as what China's industrial priorities should lie, and 
what role foreign companies should be allowed to play in China's economy. Above 
all, Baoshan's turbulent history shows how greatly economic planning and |)biiti- 
cal struggle have affected each other. 

In the final jiriaiysis, Baoshan bus been an exper-sive failure. But at the same 
time, it signifies many potentially positive changes The plant has driven home the 
need for thorough feasibility studies for major projects. It has contributed to the 
Chinese understanding that there is more to modernization than buying advanced 
technology. Finally, Babshan's history suggests that China, to an extent without 
precedent in Stalinist command economies, may succeed in overriding the influ- 
ence of the bureaucratic heavy industrial interests that have done so much to 
distort development patterns in Socialist countries. [Weil, Vol. 1, pp. 3?i7, 301.] 

In the last three years, tlic government of the People's Republic of China has 
released far more data on Industrial performance than have been available since 
the 1050s 

As more and more data have become available, the observer of the Chinese 
t economic scene can answer hitherto unanswerable questions. Are the GVIO 
[gross value of industrial output] and physical output data consistent V Are the 
current figures comparable to those published in the 1950s? And do they ac- 
curately reflect the growth and 'jhange in industrial structure of the last three 
decades? ..." 

The official and estimated branch of industry indexes for 1079 . . . [compiled by 
the author — Ed ] are remark** bly close, despite the theoretical deficiencies of 
the official indexes and the practical shortcomings of the indexes that I esti- 
mated. For those industries producing relatively homb|*enebus goods— such as 
metallurgy, electrical power, coal, h lilding materials and timber— and for the 
slower growing, more stable light industries — such as food products, textiles and 
paper — the data suggest that the official and estimated indexes are consistent. 
For the more rapidly growing petroleum, chemicals nxid machinery industries, 
however, the conclusion is not so clear. . . . Nevertheless, it appears that GVIO 
indexes are reasonably reliable measures of Chinese industrial output. [Field, 
Vol. 1. pp. 304, 312. 314.] 

9. What progress has been made in Chinese plans to reform industry? 

In the two years after December 1078, the People's Republic of China initiated 
a broad set of economic reforms. In Deceml>er 1980, industrial reforms came to at 
least a temporary halt. 

Hy Hie Ph<l of 1980, more than IfiOOof these so-called "special teed In dustrial 
corporations" Or general plants, had. been formed. in. China* each ..controlling an 
average of ten plants. The corporation's function is to redistribute production 
processes among these plants in a more economically rational way. 
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This activity will iiufjotititfclly suex*e<l in garnering some universally obvious 
eiiu'ieiieies itut the policy is not a part of true economic reform :_ indeed; in some 
ways It is reform's aiitithWis, a device for streiiiiiliuihg aii<i favilitating continued 
eei)trnl_phintiing. . . . \ \ ~ c — 

YVh« redoes this leave us? The most tint oikm in s.i\ tiint fundamental reform 
is still on the" agenda. IKe; riibiUs, Vol. 1. pp. Hi>. 130. 137.] 

10. ft arid industrialization w _ oft e ti describ cd as a uniquely Chinese 
aspect of ht^iistrlaihatiwu How has it f ared in recent years 1 ? 

it] he rural iiidiistriiUization-pro^ram or l*t;0i»lir« Uepublic.or.ciiiua .Ucsery.es 
dose study. With over one million small-scale enterprises, employing well, oyer 
•>U million workers, the Chinese program is uhparul.eled not only. ill size, but also 
Tn innovativeness. Of special interest are the buu.OOO enterprises in the "live small 
industries" of iron and steel, farm machinery, chemical fertilizers, ceuieut.und 
hydroelectrieity. Using modified versions of technologies that were long ago obvi- 
ated in the West, these small-scale, relatively hibor-iiiteiisi ve plants constitute all 
important expennu nt in the use of intermediate tec lino, ogles At their peak, they 
produced major portion* >f output in these > > 'ustries in 197S ? they accounted for 
ilmost nil of the small and medium farm and machinery, over half of the 

chemical fertilizers (by weight), *J5 i^rcent of the cement, etc that wore sapplied 
to tin- agricultural sector. ... 

While it is often impossible to isolate problems and attribute them exclusively 
to a siiigh c iuum ; we can nevertheless discern two distinct categories of problems 
a libeling the rural industrialization program One category is discussed under 
j 1 mading of techno economic pioiueni.v which meludes problems involving 
the viability of technologies used in the small scale plants^ choice of plant scale 
and plant location visa-vis skill and resource supplies The second is broadly 
t( rmcii administrative and it mi hides proolems of \r*\u v perforii ance indi- 
cator* investment choice enter in, tautness of State plans, and eoordination among 
derision-making units. I Wong, Vol. 1, pp. 31>a, 3UT.J 

11, How. his aijrh. itlt ural mod 'rnizatio-n fared in the readjustment 
period? Wilt ('hinese agriculture be abi<y to meet rising consumer 
needs? How success ft; I hare /n-ograms for improved agricultural pro- 
due t / e tty b c a n ? 

Agriculture, long a weak link in China s economy;, lias a new and critical role 
to play m meeting China's evolving commitment to higher standards of living: 
Th> commit uu nt is an important underpinning for the claims to legitimacy of 
the new leadership. It is also crucial to efforts to raise productivity and- generate 
greater economic growth through more reliance on material incentives' The higher 
real incomes required by Uu* commitment mean substantial- new demaiiid* on agri- 
culture on top of a backlog of unfulfilled demand accumulated in past years of 
economic stagnation. Failure to meet these demands will seriously compromise 
China s current drive for modernization and sustained economic grow th 

Chin i s agriculture at the beginning of the eighties appears positioned to £ row 
somewhat faster than historical growth rates, at least through the uud-eiglities 
Hut no major breakthrongns in production are imminent 

China s leadership is stressing productivity gains from new- policies as the 
major stimulus to agricultural growth in the eighties. More decentralized de- 
cisionmaking* greater reliance on material incentives, and growing specializa- 
tion and commercialization of agriculture are being counted ^n to increase the 
quantity of output that can he produced with available supplier of land r labor, 
capital, and current, inputs such as fertilizer. These policies will have to be suc- 
cessful if growth r ites are to rise . _ 

The increases that can be reasonably expected may l>e insufficient to meet the 
full range of demands on agriculture A serious shortfall would generate pres* 
HU re for further changes hi agricultural policy and possibly for a reassertion Of 
centralized control over agriculture [ Surls/Tuaii, Vol, 1 pp 410, 420 ] 

Chinese grain production can now be maintained at a level that supports nil 
adequate basic diet The problem the Chinese face now that they can feed them- 
selves is improvement in tin- qualitv of the diet. China's present ^overnuieiit gives 
high priority to raising personal incomes and living standards. Quality foods, 
especially meat, will be viewed by the Chinese as an important aspect of raising 
living standards. If per capita incomes rise, as they will if the Chinese are 
successful, increases in consumer demand for non-grain food products will press 
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China s agricultural production .< npahijit ion for the rest of this eentur> Recent 
increases in meat, oil . and.. sugar supplu's have begun to partially meet this 
(1 email (1 but .population growth and technical and resotiree limttatioiitf.will make 
continued increases in per-capita supplies difficult. | Kilpat rick; Vol. j; pp! 41!*- 
4."»4), ) 

._.Thp. main thrust of China's .past strategy, .for. agricultural development lias 
In-en maximization of annual, crop. yields Jhrongh further intensification of-eulti- 
vatiou techniques. It is an emphasis, which, is broadly consistent with. China's 
resource .eiu!owment«— -lack uf. une.xploi.le(i;arabJe land and surplus of labor. It 
also ..speiiis .KV.a.er».lIy. .eo.nsmtent with the i>ensants''goaI of farm income maxiiui- 
•zatiPPi because o_f an institutional framework in which labor is rewarded Lit 
>V«rkl>o)nts .rather thati..tixej.l..\v;i«e,s.atnl; at. least in the.pist. a pro<Luetioh tei-'li- 
nolSHZY *v!"ch Involved ..minimal, dependence on the industrial Sector; Tliat is, the 
goals of the state and .thejH'asant.shonhl be reasonably consistent. . - 

Hat 'his consistency or Imrmony. of objectives Tim Qiiequivoeably broken down 
iu Suzhou Prefecture (an eight-county area In .finugsii Province just west of 
Shanghai Municipality). The area is representative- of the frontiers of lii^li* 
yield, IalK*r. intensive? cultivation technology in the I'XtC: It- is favored by natural 
conditions, a burn! ant labor, developed UK<diaiiizuUdiT; and a reliable irrigation 
and (lnii i ia^o system.. _.. _. 

. . T|i a. J ? ro j < "Ctioi i s _ex press a r-o ri v ic t i o n . t h a t i ti .S u zli o u . t li e Chinese s t r a tegy o f 
yielU .iiiaxi;niza]ion_ through intensification of cropping and Labor use has- at 
<'"<•<• .reached its highest state of development and the end of the road. Further 
devclopinerit. of Suzhnu agriculture means a retreat frOiri this approach, and 
movement, toward the kinds of modern agricultural practice found today in 
.Jaiwm. South Korea, and Taiwan. [Wieiis, Vol. 1, pp. 402, 474.]' 

12 //oh hn e the pjfoit* to modenu-c science ami t< / Imoloc/y fared 
in the post Mao period/ Whit is the. outlook for Chinese science and 
technology? What is the Chinese attitude towards technology transfer 
and lion: effectively do the (Jhijase axrimitate Western technology? 
What c* the Chnu s< ay 'mom h to th Comnmnnt dilemma of choos- 
ing between "red** ami "e:cpert/\and traditional Chinese problems af 
elitism/ What, is the status of profissiomd economists, in "todairs 
China? '•; ' 

An enormous scientific aliil technological wave crested in 1077 and 107K, when, 
because science and technology were to spearhead .the Four Modernizations, 
China .announced some extremely ambitious goals that incorporated expensive 
projects aiid plans in. a variety or Melds. The .wave hit on some contradictions in 
VJT\) MUi I ( >X0 speufn illy tiie authorities h id disregarded shortages in scu ntific 
and technical manpower inid serious tiimneial constraints. They now admit that 
they were too impetuous, were deceived by "expectations for easy success." and 
had an . •MnnUerpiate understanding of China's reality." Thus, the wave began 
to recede: But another wave of a different size and configuration is already crest : 
iiig. Now Beijing maintains thebasic problem in the past was a lack of coordina : 
tioJi between .scientific aiid technical work aiid economic work. T.'nder the pres- 
ent policies of readjust ineiit and reforiii. more . rention will be devoted to the 
'problems of application and development, in s t rice and technology." There 
willbe less ha sic research aiid much effort will be expended toward "absorbing 
foreign production -techniques suitable to our own national conditions," To a c : 
( Oiiiplish this task Beijing is insisting on much closer contacts between scientific 
research institutes aiid production enterprises. 

The quick rise and recent downturn of the status of the Chinese scientist 
prom jit some- iinporta lit quest ions. ... 

Can today's China accommodate a conspicuous return to Hie historical dicho : 
toiiiy -HetwcMMt the mari of lemiiag aiid the rest <>f the society? . . . 

A degree Of scientific excliisrveriess is a universal phenomenon—and up to a • 
point it is supported and perpetuated by nil of us, But why should the dichotomy 
lietween the man of scieiice and the rest of society be greater in China than in 
tlie-Vhited States, for example? I Orleans. Vol. 1. pp. 47o. 477. 47K, j 

The post-Mao drive for scientific, and technological development*, and the 
identification of science and technology- (S&TJ as key factors in the moderniza- 
tion of agriculture, industry and national defense, is thus but the latest reaf : 
flrmation of an elite recognition that reliable knowledge of the material world 
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is essential for the mirod'onuation of China into a prosperous and powerful 

< <Ulllt.lV. I SUttllH ICC \ nl is?) | 

. JS'ot«?>v<»pr.hy -JimoiiK. t tfln y.i policy under the* ^mr Modern iznt ions ?lrive 
arc tlx positfve sanrlioiis in>w* pwi to iiausf< r rs of technology between th^ 
J D tfi»XiIc s Republic of China (PHCl and the highly developed nations of the 
West . underscoring the oflki ii line ui the imi>oitatiem of technology ' We 

must make n so of foreign capital and technology and energetically develop 

foreign, t rnde. 1 iowever, we must emphasize* sel^reliane-e.'' LWilsoii, Vol. 1, pp. 

r>r>;;, 5t*s.j _ - ■ 

ChiurCs ability to. .assimilate. foreign toehnen>gy is severely constrained by 
four factors . »1) une\<n pe i iornui n< i uith n-spe et to translating research re 
SUlfs into the serial prcuiuetlaui process (2) i>oor management, c ipalnhties 
part ieuliiriy in s.neh ii.reijs.as project intograijon i&iicl industrial organization; 
r\) ni luni U backwardness pjrticularh in precision inst rumeni ition and test- 
ing J miipmt at ; and { 4 > msufheient iiumlu rs of jpiulitietl H&T }>ersoiiiiel to assist 
with t h iii.iu lge iik nr. ind id ip. it ion of import eU ieehn<>b>g.y ? lliese ptohh ins are 
critical e^ in si J lints in both she civilian and military sci-tors Although tin Chinese 
list v t- niaiele ippn i l ible progress eltiiang the past sc\eraj \ t n rs it remedying many 
of their d(tltSen<ies most of the aho\ o are eh c \>-*v itcd problems with long term 
solutions. The Chinese must iirst upgrade their basic capabilities in' such funela- 
i n en I a i a rea s as all c >y p roecss i n g, eo i a p nt or and elect roni cs dev el o pi a eri t and ap- 
plications, and systems manngcnieait before imports of foreign technology will 
have 3i n a pp ana hie impact on their nuMlLriiiz-atimt, program, [pinion, Vol. 1, 

I>. 51 1.1 . . „ _ . . 

I>oiiouu si n and o.onniincs enjoy a dominant iK>sit i< m among the social sciences 
in ( hints i< identic and research institutions. Judged from the standards 
method* and objectives of ( onti inpora rv Western economic s, nu impressions 
concerning the c urn at st si t e if a< idcmie tr lining and research in the field of 
lt inner h ^ in tin 1 I D K< U id one to a wr\ \h ssiinist i< < oni hisioii. This gap between 
the slate of tin arts in tin held of economies between the two count ries in iy be 
sum« v\ h it alb watcd m the future This < an ice achieved by the s* ndnig of ( hiue.se 
-•<f'uni r tir^-'to study in the I m'< d Mate s and othei Weste rn countries and by the 
m aiding of Western economists to China to gi\c ami lu-jd seminars or joint con- 
fere rues. It « in also he furthered by the revival of iiuiMirts of Western journals 
and books in the lie Id «d k iniiniiiiiis However the small si ale of these aetiwtics 
and the limited exte nt to which the y are gr ilte d into the main stream of 
academic training and research in economics in China vill, I believe, do little 
to .close the existing gap in the nenr future. L 1 >(?niberger, "The Status of 
Kcone miles . . .." Vol. I, pp. aOl), 577.] 

i:>. Has ini lit an/ modemizution rcmulned in its position as last, in 
priority? Why is this ami irhat does the future hold in terms of mili- 
tary priority in resource allocation? 

China s military modernization strategy rhu? seems to l>e one of delay, of sub- 
optiuii/ ition of < apit lii/mg on known assets and of balancing enemy against 
enemv. Thusly deMnecl, China will probably continue to adhere to the r-exiuire- 
ments approae b feu- tin m \t scvei al years (barring, that is major political re- 
orientation internally or large-scale conflict with the Soviet Union or its Viet- 
namese ath ). ^ . r If a prediction m i \ he ventured, therefore it is for relative 
stabilirv of direc tion and pace of (. hinese military modernization iuocig lines by 
iiwv clearly evident. [Itobinson, Vol. 1, p. HiMi.] - - 

China s tlefeaisejuodernization progmm, n t.wo-eleeaele effort aimed at improving 
the People s I iher ition Army (IT V) and the defense industries is making lim 
lie I prugress tmt has f ir to go The effort arises from deei^rooteal apprehension 
hut s ( »viet i lihtarv capabilities and from the leaderships desire to move China 
into the front rank of nations" by the year 2000. It will be successful only if the 
nation etuctvs prolonged political stability, retains access to foreign capital and 
te< lincjlcuS \ _a\ oicls c ostly foreign military campaigns and moves forward iff 
higher.. .priority efforts to modernize agriculture*, Industry, and science arid 
tcH-hiiology. - - - 

China's prospects for military modernization are influenced by strengths -and 
weakne sses in its political, eionoiuic and te ilmieal bases, The country suffers 
from a serious shortage of trained tee hni< ians and defie lencies in ke T y te chnologies 
are) defense industries. The principal factors favoring succ ess of the moelerniza- 
tion drive inc lude the leadership's dedication to the prog-ram and the availability 
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of foreign technical and Jlnaurinl. assistance ( to. the extent that Beijing can pay 
for costly tcs-iinology) ; | ,lnniincs/l,amb.oru; Vol. 1, p; 507;] 

. China announced , iff. Pehf nary, of li>.si tho start of a program of /'further 
economic adjustment" that calls' for a. reduction In. the ctirreiil national budget, 
including .defense, funding. The program also, entails a restructuring (if . the 
economy toward. light. i.ndusirj'...aiuL.Ji_recmpha^is...ojj. centralized investment 
decisions. Jjv light, of Chi.lLa\s wprscniiig.ocononijc.. situation, and. the. new: eco- 
nomic progru m ' s s hi ft i n p r i o ri_tj es . u \v ay . f r o ! n d e f e u s e- re La ted i n d_ as t r i ea, the cut 
iu_ the defense budget may portend a period of lower defense spending lasting 
several years. [Mitchell, Vol. 1, p. G05,] 

14. How has the PRC's international economic policy changed vnder 
the post-Mao leadership? How have the major construction projects 
been related to foreign trade plans f-JUow will hard currency income 
restrict imports? Japan* a natural Western trading partner, has ex- 
pit. ruled ( ' hina tra<h\ With irJutt success? What is the future of the U.S. 
grain trade with China? What steps has China taken to join the inter- 
national economic institutions : GA T7\ IMF, World Bank, etc, ? 

In the the > ears since the death of Mao Zedong China s new leaders have moved 
the country unrelentingly toward greater participation in the worlds economy 
lit ijmg \\i\s dropped its ideological aversion to foreign debt, encouraged foreign 
investment in the domestic ecoiionn established trade and diplomatic relations 
with the United States, joined the International Monetary Fund and World Bank, 
decentralized its foreign trade organizations to promote direct foreign contacts 
at hie enterprise level, and sent thousands of students abroad in search of a West- 
ern education. . 

More imiw»riantly, fundamental Chinese attitudes are changing with respect to 
tiie role of trade in n planned economy. ImiM>rts are viewed deerea singly as an 
instrument to serve the i.ecds o. the state and increasingly as a means of satis- 
fying the needs of the j>e6ple. Kxports ho longer are seen purely as ft means of 
paying for imports, hut also as a Hading force for upgrading China's domestic 
industry. Hy encouraging Unina s sitKyy domestic industries to compete to earn 
foreign exchange in Western markets, the leadership is attempting to improve 
the quality of goods produced for the domestic market as well. The Chinese now 
recognize that in order to maximize the gains from trade they must specialize 
along lines of comparative advantage— it is no longer enough to export whatever 
hui>i*-ns to lie in surplus doini>sticuilv\ . . . 

Respite tlii 1 rapid increase in trade, China's exports still amount to only a small 
fraction of domestic output, and a tiny part of world trade. The leadership is gen- 
uinely displeased that a nation with nearly one-fifth of the world's population 
and one : twentieth of the world's economic output, still accounts for less than one 
perreiit of tin- world's trade. They are determined to move China forward into 
tlici mainstream. [Da vie/Carver, Vol. 2.] 

During 1078 n series of contracts valued at $7.S billion for the supply of equip- 
merit arid technology for 22 niajor projects were signed with foreign companies. 
These activities created great interest among the Western business community in 
ivhril. was conceived as n vast potential oi* the China market. This period is how 
characterized in Chinese press articles as i/aYigt/cjin. meaning n leap outward to- 
ward foreign countries for the supply of capital and technology, in contrast to the 
(treat Ix»ap Forward relying largely oh indigenous, labor- in tensive methods some 
20-vears earlier. 

The period of pangyejin. however, was relatively short. After a sober assessment 
of the con ri try's economic situation. Chinese plan hers came to the real iz.it ion that 
there were serious problems in the capital construction sector caused by poor 
planning, inefficient management, and excessive investment, and that these prob- 
lems were exacerbated by a further upsurge of investment activity during 15)78. 
As a result, steps were taken in early 1079 to scale down the capital construction 
program, and many of the 120 major projects were cancelled or i>osti>oned. Negb : 
tuitions with foreign firms slowed down considerably. ... 

Despite China's greater "openness" toward foreign trade and investment, the 
current retrenchment coupled with various constraints iii repayment and absorp 
tive capabilities will limit the immediate and short-term (1-5 year) prospects for 
any large-scale participation in Chinese capital construction projects by foreign 
companies. In the next few years, however, significant business opportunities 
could exist for a number of selective projects. . . . 
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Th i> ? ' »« k- t e riii ( Ji U 0 y i •» ni i J \ » r oh i kh ! I for foreign pa rtlcipa.tl oil In Chi pa 's cap- 
ital constriiction will White on the sucri ss tliiit the JMiC .will Jiave in acquiring 
foreign capital and technology through vilfioiStt.nrrjinKWiipnl8for_JtlmprojMt8.Ip 
the at>ovc rmir categories in the next few years; That siimw£_wljl greatly facilitate 
the current readjustment process, arid a successful readjustment will almost cer- 
irJhlv mean a greatly increased role for. foreign capital, equipment, and tech- 
nology In China's development planning: That success also will Increase_.ChIna's 
repayment and absorptive capabilities, as well aa.itfl coufldence and experience in 
iiiiplriiientihg a more open [approach. LCnen,_VnI; 2.1 

High priority probably also will be given to projects that require less hard cur- 
rency, provide a quicker return on investment, and offer potent la lly greater export 
earnings. . . . China s hard currency exports to the. West— th_e_ PRC's major 
source of foreign exchange—are expected to. Blow in 1981-85, largely, because of 
Heijing's -efforts to improve living standards, shortfalls In oil production, and 
growing Western protectionism; Exports of .manufacture^,, especially textiles and 
other light industry goods, should continue to be the driving force behind China's 
hard eurrericv export growth; 

Under high and Iow seennrios. projected Chinese hard currency Import capacity 
In 1085 ranges- froiii- $-M:2 billion to $58.1 billion. Projected 1985 exports, mean- 
while, total $41.11 billion to $54:2 billion; As a result, the_lmp_lled average growth 
rates for China's-hard-currency capacity over the nexl_fiv_e_years_ are 20 percent 
and 27 percent while the rates for exports are 19 percent and 25 percent. [Gullo, 
Vol. 2.] , - 

Japan now stands as Chiua's leading trade partner, with about 20 percent of 
Its total exports 4ihd- imports: The tw-o economies shore. _a_ natural complemen- 
tarity butt ressed by d i fle r ei i ces i n lev e t o f de v elopxueut; wage. Levels, cap! tal stock, 
and natural resource .endowment: This complementarity provides for large gains 
to be made from specialization arid exchange. Japan's high level of technological 
development, mechanization, :iiid wage levels combined .with, a near absence of 
natural r eso u roes c on t rii s t sua r pi y w it li China's 1 o w e r 1 e vels .Q f man u fact u ri njg 
technology, wages, riascent mechanization, as well as abundant reserves of nat- 
ural ri-soiirces. - . . ; [G Jeogrnphieat proximity, long. historical ties, close ethnic 
identification, the opportunity tor mutually advantageous trade, lhe_ChIpese-per- 
eeived threat from" the Soviet Union, and the sheer size _of each economy compel 
closer economic ties l>et ween tlie two conn tries during: the 1980s, These ties have 
been flourishing tinder tlie new institutional framework for Sino-Japanese eco- 
nomic relations developed during the 1970s. __ . .... 

- Ihthe China market, .Japanese exports often ^compete directly, with those from 
the United -States: Except in iron and steel, products,, in .which Japan holds a 
major co«n advantage and in agricultural goods, in .which the United States holds 
dominant advantage, U:K: and Japanese firms frequently compete head-on for 
sales to China. : : . ... : . ....... 

in 1980. for example: while. _the_rnlted States [ exported $3,754.4 .million, in 
merchandise to China, Japan exported $5,108.7 million dollars' worth, [Nanto, 
Vol. 2.] . • .2 

China h a ? been a sign I fi ca w t I_mpo_r t_er of gra in. si nee the early sixties. In the 
late: seventies, however,. China's grain purchases and Its Importance in world 
gra in market s rose sharply. This _kii rge. of imports has had an Important Impact 
oti l*:S; exports of gra In, partjcularb- wheat. During .1980 China was the leading 
ex port market for t ; .S, wh ea t in k i ng _1 7 percen t_ of all. U ._S,_ expo r t s ... Si n ce PRC 
purchases are concentrated. in_ .cheaper grades of wi^at. Chijia's. impact In this 
sub- ma rk et has been i >ar t i cul a rly d ra ma t i. c._ Dn r i n g t h e 1 980/81 when t ma rketlng 
yea r. wh ieh en d e<I i n_ May. 1981 , sa 1 es. to _(' h i im . of 6.2 mi 11 i on ton s accoui 1 1 ed for 73 
percen t of tota ) _ U.S. exports of soft red winter wheat. The U.K.-P.R.C. grain 
t rude agreement signed In .October 1 980,. sets, an annual range of 6-9 million 
tons for U.S. grain, sales. _tu_ China, (luring the 4 year period which began in 
January 198.1, ('hi na_ will therefore continue to be an important market for U.S. 
grain in years to come. [Kurls, Vol. 2.] 

G I v en t he. size a n_d latent I a 1 0 f the Ch i ne.se ; econ o my , the. o rga n 1 za 1 1 on and 
management of .that economy., the nature of n.. Contracting Party's obligations 
within G ATT. and tlie complexities of certain methods of PRC entry Into GATT, 
there are likely to be advantages as well as disadvantages for both China and 
the GATT should tlie PRC join ..... 

Whether the advantages of the PRC's entry into Gt T*l .vlll outweigh the 
disadvantages will largely be determined by the mutual desire of tlie PRC and 
the GATT Contracting Parties to negotiate a method and t^rms of accession 
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which will; on the one. hand; hi 1 amr]>tuhIe.andJ^eiifiU»Le.f^X^iinajaD4..vlJl ensure, 
on the other hand, PRC. adherence to .< J ATT. principles and obligations and effec- 
tive Chinese reciprocity to GATT members*. [Liser, Vol. 2.] 

15. Normalization of c&ffimercial relations between the- United States 
and the PRC has hern an uhevcii process. What is the balance sheet? 
What American legislative and policy barriers restrict further normal- 
izatian? Extension of trade benefits (MFN tariff status) has had some 
effects on U.S. imports- and employment, flaw serious have they been? 
tloio do Chinese trade qrracticcs limit the development of normal* 
trade? lias the development, of legal institutions contributed to Chinese 
modernization and normalization? Have issues such as treatment of 
industrial and intellectual property and unsettled U.S. claims inhib- 
ited trade? How do U.S. firms view their experience in the China trade? 

For over two decades f olio wing .the Common is t takeover of China, .commer- 
cial relations between the United ^tutes.and_"MaLnIand..Cb.ii)& < .! were .virtually 
nonexistent. Daring most of. Hint period, Ui£.slandrStiU.\\iLs.principaUy_tlie. result 
oX a comprehensive, embargo, that the. United Sta_tes_ji_nj>osed on trade with 
Mainland China after the direct involvement of the Communist Chinese in the 
Korean War: . : . 

The em b n rgo on co mme rc in 1 re 1 a t i ons _w i t lithe PRC w_as__l i f _t ed i n _m_i d -197 1, and 
by legislative action the PRC's access to some.U.fcL .Commodity Credit _Corp 0n ^ 
1 i nil prog ram s w as a u t ho r ized : i a J 978 ,_a hi hit e ru L trade ngr cement be t ween the 
United States and the PRC. providing among, other tilings for the reciprocal 
grunting of most-fnvored-natioti status was approved in 1979^ . and the PRC's 
eligibility' for the nperutions of the Overseas .Private Investment. .Corporation 
whs aiUhorixed in 19S0: Also in 1979, the PRC gained access to Eximbank export 
credit fneiilties: - - 

With all this; the IT:S: roniiiierciiil policy toward. the. PRC and. trade rela- 
tions with it still are not normal in the sense that oue would. characterize iis 
"normal'' the policy toward and relations with the countries, of the non-Com- 
munist world. Apart from a certain degree of annvoidahle .functional almormal- 
ity that is inherent in trade with n country whose economy i.s under comprehen- 
sive State guidance and control, there still exists a number of U_ ? S. statutory 
ami administrative measures which place on commercial relations wJth.the PRC 
restrictions that do not apply to the U.S: trade with most of its other trading 
partners. LPregelj, V(>1: 2: J 

Using trade turnover as an Indicator: the. ..success .of the U..S.-PRC normali- 
Va\ t ion. process is quite impressive: Trade turnover stood at $1.1 billion, in 1978, 
it doubled to $2:3 billion in 1979 and doubled Again., to _$4.S billion in 19_80 t U.S.. 
exports to the PRC have far outpaced imports, with the Chinese trade deficit 
growing from $421 million in. 19TS. to $1.1 billion in 1979. aud $2.7 .biUil}n_.in 
198ft These large Chinese trade deficits tend to obscure the impressive growth 
ot l?;S:. import.-: from the PRC, which expanded from $324 million in 1978. to 
$592 million. in 1979, arid to slightly over $1 billion til 1980. . ...... 

ThO results suggest that in 1979: U:K, inLnorts from the PRC would have. ex- 
ceeded actual imports by. approximately $134 million, or 25 percent-had PRC 
imports been dutied at MFN rates throughout the year. The industries most 
affected include ceramic products, footwear and textiles and apparel. This 
translates to a loss of approximately 8600 employment opportunities in the 
United States. The increased imports in the textile and apparel hidustry alone, 
would account for approximntt ly 4000 fewer employment opportunities. Had the 
PRC also *?r.loyed country-beneficiary, status under the U.S: GSP program (lur- 
ing 1979, U S: imports from the PRC would have exceeded actual and MFN 
imports by 22.2 million, or 4:2. percent: For the ceramic products industry, addi- 
tional imports 6t .approximately 48 i>ercent of actual 1979 trade would have been 
generated by (JKP. For the furiiituie and wood pfouuets industry the increase 
would have been 25 percent. 

The employment estimates resulting from MFN and GSP status presented 
in thin pn per 4i re job opportunities, n\»iU aie not necessarily changes in actual 
employment. NormaUhdUStry growth: labor force turnover and increased exports 
to the PRC may offset job Opportunity losses in many industries. L Bayard, 
On. Pelzman, Perez-Lopez, Vol. 2.] 
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China's efforts to organize foreign trade parallel its problems in planning 
and implementing modernization. The Chinese leadership is still getting orga- 
nized, a process that will .take at least two years and may cover the entire 6th 
Five Year Plan. In the foreign trade sphere, organization efforts have focused 
on decentralization, which has long term Implications and problems, foreign 
trade must succeed if modernization is to work because considerable foreign 
investment and technology will be drawn from outside China, Current foreign 
trade policy has the duai purpose of reducing China's foreign exchange short- 
ages and maximizing China's access to world technology. [Monk/Rich, Vol. 

In 1977, when China's leaders dedicated themselvea to the four modernizations, 
they consciously decided to reestablish formal legal institutions as part of their 
ambitious plan of growth. In light of China's legal history since the Communist 
victory in 1949, this decision is significant. Since 1949 law had borne the heavy 
imprint of politics; since the late nineteen-fifties, the Chinese leadership had 
shown little concern for the fate of formal legal institutions; during the Cultural 
Revolution, the legal system had virtually disappeared. . . . The most prominent 
[of the functions served by the new institutions] appear to be (1) reinforcement 
<>f discipline and maintenance of social order, (2) control of official arbitrariness, 
and (3) prospective guidance of organizational and individual behavior, particu- 
larly economic. No institution serves only one function, and Chinese legal insti- 
tutions already serve mutually inconsistent ones. Moreover, in the future some 
of their functions may clwirige in ways unforeseen or unintended by their creators. 

Lastly, some observations have been included on the role of law in Chinas 
international economic relations, New laws and regulations have been adopted 
recently and more are to come. The leadership appears to have the goal of estab- 
lishing a framework for foreign economic activity in China, including direct 
investment and a variety of transactions hitherto uncommon or unknown in the 
China trade. But progress towards creation of a system of clear and consistently- 
enforced rules to guide foreigners: and Chinese officials alike is likely to be very 
slow. LLubman, Vol. 2.] ,- i_ V 

At the present time, Chinese leaders are contemplating, significant changes in 
their treatment of industrial property: New patent and copyright legislation and 
amendments to China's trademark legislation are in the works. Moreover, interest- 
ing reforms foreshadowing- these new legal systems have been introduced and 
aro already affecting China's technology transfer activities. [Kirk/Denny, Vol ^..] 

On that cold March morning in 1979, the public waiting room of the Beijing 
Airport may have seemed an unlikely place for Chinese and American officials 
to signal agreement on. unfreezing the so-called "frozen assets," but tbe timing 
came as no surprise, Two months earlier, the United States had finally recog- 
nized the People's Republic of China (PfiCX as the sole legal government _ of 
China. The day before, the U.S. representative, then Treasury Secretary W. Mi- 
chael Blumenthal, had presided over the official metamorphosis of the U.S. 
Liaison Office into the first U.S. Embassy In Beijing in 29 years. 

In the two years since the settlement was concluded, Sino-American economic 
relations have indeed progressed: The resolution of the claims/assets problem 
was by all accounts a prerequisite for that progress, and while the implementa- 
tion process continues— the last PRC payment is n 0 t due until October 1,1984--- 
the settlement itself is primarily of historical significance. [Lichtenstein, Vol. 2.] 

The China market, a place for US companies to buy and se.l goods and 
services has historically held a promise of fortune. As relative late comers to 
the market place of "N«w China," US firms still sense the old promise, but for 
many initial high hope* have moderated, During the early 1970s, after the 21 
year trade embargo was lifted, newly gained access to a quarter of humanity 
enticed US company executives en masse to draw up plans for capturing just a 
small percentage of the China market, which appeared vast from the viewpoint 

°* itvrese^tTthefe is not a very big pie for so many eager US firms to share. 
While some American companies have fared well in China, a few v «7 w ell most 
have not. Substantial gains for the majority of US companies in China will be 
made in the longer term. [Groen, Vol.2.] rnnn\ a* 

The experience of one U.S. company— Control Data Corporation (CDC) of 
Minneapolis, Minnesota— will be used to highlight commonality of interest and 
other kev elements- Of U:S:-Chinese_ jrommercial negotiations. Specifically dis- 
cussed are the CDC negotiations. between 1973 and 1978 for the sale of equip- 
ment for seismic data processing centers to China, 
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_ The CDC (X)i.ir.nu-tjinl negotiations are. Important because they represent the 
sale of LsUoiiilcuut high-technology Items to China and also because by themselves 
they.repre^eiJLt, in dollar terms, a slgniilcam share of the total trade turnover for 
theyears in which the transactions occurred: ....... . _ _ 

.._As of June 198r, however, the C;S. -Government .still had hot granted final 

approval for the entire transaction: [De.nuiw; Vol; 2;] . . . 

With politicaL nor!nali7Jiiio!i achieved. I* resident Carter arid his ealunet recog- 
nized the importance of removing existing obstacles and establishing a framework 
for normal economic interchange. . . - To ensure that bilateral ecohoinic problems 
were quickly addressed, and that within the United States CJoverumeut economic 
policy toward China was carefully coordinated, and reflective of U:& strategic 
interests: the Carter Administration considered t lie merits of establishing a joint 
eeouomi<: committee with the Chinese. It was envisioned that this committee 
would differ from joint commissions the United states had with other lion-market 
economy countries, which then focused primarily on trade promotion and business 
facilitation. While commercial issues were recognized as a critical ingredient iii 
an economic relationship with China, one of the major objectives of IKS: policy 
juakers in the early days of normalization was to set up a forum which would 
oversee the re establishment of all uspeotH of economic ties, such as finance, 
investment, trade business facilitation, transportation, agriculture, science anil 
technology, etc. During their .January 30: 39 1 9 meeting in Washington: President 
Carter and Vice Premier Deng Xiaoping discussed the i>ossibility of creating a 
bilateral forum and agreed to establish a joint economic committee. [Haas, 
Vol. 2.] 

V. Implications of Ciiixesk Problems and Prospects for the 
Reagan Admin istiiatxqn* and the 97th Congress 

Both China's problems, such as uneven economic development, tlie 
necessity to retrench, hard currency constraints, and the imbalance in 
its trade with tlie United .Status, and it s prospects for economic 
growth, trade expansion, and attainment of great power status raise a 
number of policy questions. 

CHINA AS A PREFERRED MARKET 

In tlie near term China's limited supply of hard currency will con- 
strain its imports. If the United States decides to facilitate Chinese 
purchases of industrial and -agricultural products with additional 
government credits from the Export-Import Bank and the Commod- 
ity Credit Corporation, a more favorable policy than that applied to 
^A n i..QtHei" J-LS. trade partners would he required. The immediate 
prospects for tlie China market may not warrant a preferential credit 
policy, but China's longer term .economic and political prospects may 
merit consideration of such a policy. 

BEYOND NORMALIZATION 

Since the normalization of U.S. trade with China and the liberaliza- 
tion of controls on exports to that country, there lias been considerable 
support for further reductions in trade cohtivls. If this policy is 
chosen, the United States might consider treating China as a country 
not subject to the legal constraints of the "Communist country" arid 
"state trading economy" status. Similarly, Chinese industry might be 
considered "state influenced" instead of "state controlled," in which 
case the more restrictive market disruption provisions that the U.S: 
applies to imports from communist countries would not be applicable 
to Chinese imports. To remove some restrictions, such as the market 
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disruption provisions of Section 400 of the Trade Act of 1974, the 
mandatory inclusion of safeguard clauses. in Inlaterjil agreements, and 
the ban on imports of Chinese fuis, legislation would he require^. 
Other restrictions required by law, notably the ban on E^port-lrnport 
Bonk loans or loan guarantees for communist countries and the Jack- 
son- Vanik Amendment to the Trade Act of 1974, which sets freedom 
of emigration as a prerequisite for most-favored nation tantt^statuSj 
are waived for China and several other communist countries. A third 
category of restrictions, primarily export controls, may be liberalized 

at ihe President's discretion, 

In moving beyond normalization, the United States should consider 
whether China's current policies are likely to endure. Because of the 
chance that the policies of the current Deng leadership could be 
reversed, any legislative or administrative initiatives should allow the 
United States flexibility to respond to major changes in policy. It may 
also be appropriate to consider the potential harm to import-sensitive 
U.S. industries such as textiles. 

LONO-TKKM lMtOSi>KCTS FOR" TRADE AND ECONO>nC COOPERATION 

Dp the longer term prospects for the China market warrant a pref- 
erential policy in the present? If so, the United States might benefit 
from concluding a long-term economic agreement with China. Depend- 
ing on whether foreign competitors followed siiit, such an agreement 
could establish an institutional framework that could assure the United 
States an equal or privileged position in the China market for years 
to come. In the medium- and loiig-tenu joint U.S.-Chinesc develop- 
ment projects in metallurgy, transportation, energy or agriculture 
might be a component of such an agreement, A formal U.S. study pt 
the feasibility of such projects and their likely profitability for the 
United States might provide some insights on these questions. 

ARMS SALES TO TAIWAN AND THE PKOPl^'s REPUBLIC 

U.S. arms sales to Taiwan are a stumbling block in the development 
of closer economic and political relations with the PEC: Chinese dis- 
pleasure will force the Congress and the Executive to consider _the 
advantages and disadvantages to the United States of continued arms 
sales to Tai waii. It may also be appropriate to give careful considera- 
tion to the desirability of selling amis and dual-use technologies to the 
People's Republic„even though large Chinese purchases are unlikely 
: in the near term. Military developments, once Undertaken, are hard 
to reverse. Moreover, the United States would have little or no control 
over Chinese use of military force. 

CHINA AS A GLOBAL AND REGIONAL POWER 

The mixed pattern of Sino- American relations, in which the two 
countries' interests converge in some cases, but diverge in others, raises 
some questions about U.S. policy toward China's economic moderniza- 
tion and normalization of its economic ajid political relations with the 
1 non-communist world. 
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CHINA AS A POWER 

. . If the United States continues to favor a unified, stable, und strong 
People's Republic of China what Chinese policies are in 

bur interest? Should we for example, encourage rapid industrial, agri- 
cultural and scientific and technological development through our po- 
litical influence, scientific exchanges, and other means? 

CHINA AS AN ACTOR IN THE ASIAN AND GLOBAL ECONOMIES 

If Pacific rim economic interrelations develop further toward a 
Pacific community, should we encourage the PRO to be ait active mem- 
ber ? In moving toward "normal" economic relations should we refash- 
ion our laws and policy away from the restrictions imposed on trade 
with Communist. countries? 

WESTERN RECEPTIVITY TOWAFD CHINA 

If wo determine that it is in our interest to play the "China card" as 
a means of countering the Soviet Union and, at the same time, to foster 
the modernization of China's economy and the opening of Chinese 
society to the moderating influences of membership in the community 
of nations, can we be sure that these goals are compatible? Is there a 
basis for a U.S. policy toward the PRC that nations with such diverse 
interests as Japan, South Korea, the ASEAN nations and India may 
adopt? What formal ox informal economic steps might be useful to 
forge a common policy ? 
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I. Introduction 

In the 5 years since the death of Mao Zedong China's new lead- 
ers have moved their country unrelentingly toward greater partici- 
pation in the world's economy. Beijing has dropped its ideological 
aversion to foreign debt, encouraged foreign investment in the do- 
mestic economy, established trade and diplomatic relations with 
the United States, joined the International Monetary Fund and 
World Bank, decentralized its foreign trade organizations to pro- 
mote direct Foreign, contacts at the enterprise level, and sent thou- 
sands of students abroad in search of a Western education. 

More importantly, fundamental Chinese attitudes are changing 
with respect to the role of trade in a planned economy. Imports are 
viewed decreasingly as an instrument to serv6 the needs of the 
state and increasingly as a means of satisfying the needs of the 
people. Exports no longer are seen purely as a means ot paying toi 
imports, but also as a leading force for upgrading China s domestic 
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industry. By encouraging China s sleepy domestic industries to 
compete . to earn foreign exchange in Western markets, the leader- 
ship is attempting to improve the quality of goods produced For the 
domestic market as well. The Chinese now recognize-that in order 
to maximize the gains from trade they must specialize along lines 
of comparative advantage— it is no longer enough tt> export what- 
ever happens to be in surplus domestically. 

The tr nsitipn from years of isolation to stronger involvement in 
international trade has not been easy. The Chinese leadership has 
had to deal with an entrenched bureaucracy that often substitutes 
political expediency for economic rationality. China today is short 
on technological and entrepreneurial talent, following years of ne- 
glect of a^modern educational system. The statistical collection net- 
work is in disarray, interfering with any -long-range planning. 
China's internal transportation and communications facilities are 
a ri t i qua ted , ham per in g the excha nge of goods between one vill age 
and another, not to mention between those villages and Yokohama, 
New York, or Rotterdam. 

For many years to come, these intangible factors will be the chief 
constraints on China s foreign trade expansion, not the commonly 
perceived problems of slow domestic growth or weak foreign 
demand. Since 11)77, China has maintained a real growth rate for 
exports of 20-25 percent per year by diverting marginal amounts of 
output away from domestic consumption arid by breaking^ into es : 
tablished Western markets for these exports through competitive 
pricing policies. Despite the rapid increase in trade, China's exports 
still amount to only a small fraction of domestic output, and a tiny 
part of world trade. The leadership is genuinely displeased that a 
nation with nearly one-quarter of the world's population and one- 
twentieth of the world's economic output, only accounts for less 
than one percent of the world's trade. They are determined to 
move China forward into the mainstream. 

II. Foreign Economic Relations in Perspective 

China's foreign trade and financial affairs from 1949 to 1976— 
the year of Mao's death— must be viewed within the context of 
Beijing's general political and economic objectives: Internally, to 
modernize a backward, war-torn economy and to preserve and 
strengthen the "democratic dictatorship" of the Communist Party; 
internationally, to safeguard the country's independence and to 
gain "big power" status by building up its political, economic, and 
military strength. 

During the first decade of Communist rule, Beijing's great con- 
cern with achieving economic independence was shaped largely by 
China's unhappy experieace in its earlier contacts with foreign 
powers. Reflecting this feeling, Zhen Dibao, a Chinese trade official, 
wrote: 

... Beginning in the. middle of ihe .l 9th century^_the_iroperialisJL powers continuously 
invaded China, depriving. _ he r__hy_ force_ of ^arras of tariff autonomy. _and customs 
control ....... The American and British imperialists controlled. China's .Customs 

Service and util i zed th is agency to facil itate, by means of low duty rates, the dump- 
ing on the Chinese market huge quantities of their surplus stocks and the plunder- 
ing of China's raw materials at cheap prices. Their crude economic buccaneering 
strangled bur national commerce and industry, thus rendering China a semi-colo- 
nial^state for a long period of time. 

Following the rupture of Sino-Soviet relations in i960, Beijing 
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nut «ven more stress on the goal of achieving economic "selPrpliJ 
Ke" Nan Hanzhen, Chairman of the China Committee for the 
Promotion of International Trade in 19*34, defined self-reliance in 
this way: - 

it means f, it a country should manufacture by itself all. the products it needs 
whenever and wherever possible . : . . It.also means that a country should .carry 
on its general economic construction on the basis of its own human, matenal, and 
financial resources. _ - 

In practice, China's policies of maintaining "economic independ- 
ence" and "self-reliance" meant that: (a) the PRC had comparative- 
ly little interchange with or integration into the world economy; 
since the early 1950's China's exports never amounted to more 
than one percent of the world's total; exports normally amounted 
only to about two percent of China's GNP. (b) Imports were used 
basically to overcome bottlenecks in the domestic economy and 
were concentrated in industrial supplies and other goods that were 
critical to the needs of the state; imports of capital goods were 
ain.cJ at import substitution rather than at expansion of export in- 
dustries, (c) Exports were spread over a wide range of commodities 
and markets, so that adverse foreign economic situations would 
have minimal impact on foreign trade plans; since Beijing ear- 
marked for export a small portion of almost everything Produced 
in China, the commodity composition of China s exports reflected 
the make-up of the domestic economy, (d) China attempted to bal- 
ance exports and imports, making only sparing use of credits, (e) 
China did not accept foreign investment in any form. 

Since the founding of the People's Republic, China s trade has 
advanced in fits and starts. In general, trace has followed the 
changing fortunes of the domestic economy, rising : during periods 
of political stability while suffering from the setbacks of the Great 
Leap Forward, the Cultural Revolution, and the struggle for power 
between 1974 and 197(5. 

A. The J. 9.50s— A Tilt to the East 
Political and economic necessity led to a heavy dependence on 
the USSR in the wake of the Communist Chinese victory in 1949. 
The need to rebuild a war-ravaged economy amid the Western 
trade embargo imposed during the Korean conflict impe M Ma 
Zedong to pursue a policy of -'leaning to one side; Trade with the 
Soviet block shot up from only $356 million 1950^0 almost $3 
billion in 1959, and accounted for two-thirds of China s total trade. 
The Soviet Union provided the wherewithal for China's industrial- 
ization efforts, supplying both capital goods and ■ndustrial materi- 
als such as petroleum, lumber and metals^ By m.d-1960 J* Soviets 
had completed about 130 turn-key plants worth almost S1.4 bil- 
lion— at the time one of the largest technology transfers in history 
China also fashioned its foreign trade and financial organizations 
after those of the Soviet Union. The Ministry of Foreign Trade was 
established in 1952, together with several foreign tra^e corpora- 
tions which conducted trade in specific commodities: metals, ma- 
chinery chemicals, textiles, foodstuffs, etc. Not until 1955, howev- 
er did the state completely monopolize foreign trade. In contrast, 
China nationaffzedThe Bank of China in April 1949, even before 
the Communist Party had gained complete control over the coun- 
try. In order to halt capital flight and hyperinflation, foreign ex- 
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eharigt' controls woro imposed at that time, and private traders 
were required to siirreiulrr all foreign currency holdings to the 
bank. Customs collection; of course, also fell immediately into the 
hands of the state, but not until HiSl was a new two-tiered tariff 

schedule promulgated. 1 

Despite close cooperation during .the 1950s, tensions were build- 
i rig i n the Sino-Soviet relat ionship. The Ch i nese ha ye since claimed 
that the Soviets were pursuing their own form of economic imperi- 
alism by taking advantage of China's isolated position to extract 
the highest possible prices for their aid. The rift opened in mid- 
UH\i) when Moscow withdrew the l,2(Ki Soviet technicians then sta- 
tipne : i in China, blueprints and all. This was an added blow to a 
Chs^vse economy already averstrained- by poor agricultural per- 
for nuiiice and the excesses of the Oreat Leap Forward. 

R The i.%'0 's—Jieorivn tat ion to the West 

Throughout the 1%0's China's trade with the Soviet Union de- 
clined. Annual trade agreements were suspended in 1967 and rela- 
tions hit bottom with the Sino-Soviet border clashes La 1969: Trade 
with the USSR, which had accounted for almost 55 percent of 
China's t rade in 1959, was less than 2 percent of the total 10 years 
later. 

The initial impetus to trade expansion with the non-Communist 
countries came from China's need for -large-scale grain imports to 
o f f s e t h a r yes t fa i 1 u res of the 1 9 ( i 0 ' s . Wheat i m po r ts f rb m Ca n ad a 
and Australia began in 1961 and have been a major import item 
eve r si rice . In ad d i tion , Ch in a b eg a n pur ch as i ngL J a_rge amp u_n t s_ of 
fertilizer from the West to support its agricultural sector: With the 
e con omy s tabi lizing, China turned to Japan and Western E u rope i ri 
l\)i\'A for some $200 million worth of plant and technology. By 1966, 
China had shifted three-quarters of its trade to the West. During 
the height of the Cultural Revolution (1960-69), however, China's 
attentions turned inward and trade stagnated. 

C ' Th e Ed rly 1 970 s — Tra tie Resu rge n ce, then Retrenchment 

The res u mpt ion of regular planning du rin g the Fourth Five- Year 
Plan ( 1971-75) brought a new wave of trade. Beijing embarked on a 
$2. 6 billion program to import capital equipment and tech rib logy to 
spur economic development From 1971 to 1975, the dollar value of 
China's trade tripled; and the non-Communist share rose to nearly 
85 percent — by far the largest share of any Communist country's 
trade: During the 1970's, nearly three-quarters of China's pur- 
chases came from the developed West. __On_ the_ .other hand, more 
than haif of the hard currency earnings needed to pay for those im- 
ports w e re de rived from China ' s sal es to t h e LDC's . 

While growth in the dollar value of China's trade was inflated by 
the effects of dollar devaluation and by rising prices in the West, 



'Although thr riKin dWfp for tariffs would seem to h ivt dis ippt ired when t hi? state monop- 
olized trade, this vi of Ih'i* jire-CohihiuriiKl period is_slil[ on. the books.. 1 ti JrisUmces. where 
theconinitxir' ■ minor iwj is not _ produced ...in < *h ina and thus does not have a predetermined ..do- 
mestic prio v i j n;i ad<i> the tariff charge to the cost of an-import to determine the domestic 
price; hovivii.* it a- not clear what, if an>\ impact the tariff Has either bri the decision to pur- 
chase, or on *.v. choice .of supplier. In past negotiations, the Chinese, like the Soviets, have of- 
fered a reduction in the level of tariffs in return for MFN treatment of their own exports. 
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real growth was still sul.stantial-about ., I) percent jn the period 
l!)71-ir>; Flexible exchange rates and unstable world prices, togeth- 
er with the global recession of 1974-75, created a new flem^nt-ol 
uncertainty for China's central p anners. No longer could the Chi- 
nese plan" for balanced trade simply by adjusting the targeted 
uuantities of exports or imports within a framework or known 
world prices. As a result. China's trade strategy came unraveled in 
1974 Rampant inflation in the West and heavy deliveries of ma- 
chinery and agricultural products pushed import costs to a peak 
while the slowdown in the Western economies prevented China 
from obtaining expected export revenues. The crunch came in the 
second half or 1974 as rising repayments on grain credits from the 
previous year put strains on the balance or payments Beijing 
reacted by curbing imports of industrial materials, canceling and 
postponing deliveries of agricultural products, and trimming back 
new plant purchases in order to reduce down payment expenses. Ir. 
real terms imports continued downward through most of 197- 
while exports recovered somewhat-largely as a result or increased 

"'cSilml^i'm ports was by no means the only option open to Beij- 
ing Had it not been for ..leftist criticism of the progressive > trpdj 
and financial policies then being instituted by Zhou Enla, and 
Deng Xiaoping China might have obtained more loans from the 
West to weather the storm. Exports, too, might have increased 
more rapidly in the absence of the "Gang of Four s ^ a^mpn sh- 
ments that Deng was a traitor who wanted to sell China out 10 
^ imperialists^' and turn China into a ''raw materia base The 
political turmoil in the period between the purge of Deng and the 
Hp-ith of Mao nearly caused a collapse of trade. Chinas imports 
XmeUd by 40 percent in the ^ond haft o f 1^6, as negotiations 
came to a standstill because or inflexibility on the part or Chinese 
negotiators. 

III. International Trade in the Post-Mao Period 

With stability returning after the political upheaval f }^%^' 
vorablp climate was set r or an expansion of foreign trade, lrade 
did not recover quickly from the shocks of the previous year how- 
ever? due to planning and delivery lags. Imports remained ^e- 
Pressed in the first haft or 1977, and improved in the second J^lf 
only as a result of heavy Chinese purchases in the world commod- 
ftv markets Exports remained depressed in real terms, suffering 
from domestic supply disruptions and from the much higher prices 
the Chinese asked for goods sold in late 1976. In fact, 1_»7< ' was tne 
only yeur during the whole decade or the seventies in which the 
real value of exports declined. Nevertheless ft was ; the vearjn 
which Mao's successors made plans to turn around Chinas trade 
policies and put China on a new development course. 

A. Initial Modernization Program — 1978 

With the accession to leadership of Hua Guofeng in September 
19^ and oV Deng Xioaping in August 1977 ^na embarked on a 
program to bring its economy up to Tron tl in ,e ^status by the y*ar 
2000. In February 1978 Hua launched the Ten Year Plan tor «a 
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tiomij iiovoiopmtMit ( 1 ^7(>-Sf>), which sot output targets for 1985 
calling for agricultural production to . increase 4 percent per year 
and industrial production to increase 10 percent per year. Hua an- 
nounced Ut^* under the plan 120 major industrial projects were to 
he con^pttfted as the initial stage in the modernization drive. The 
list of projects included 10 steel mills, 9 non ferrous metal com- 
plexes. S coai mines; 10 oil and gasfieids, ttij power stations, G rail- 
wa ys, j> h a rbors , p e trochemie; i 1 plants, and variety of m a n u fa c t u r- 
ing facilities for producing machinery and electric components. The 
most important difference between this plan and any of its pred- 
ecessors was its sheer magnitude, tike before, the seiectiqn of proj- 
ects continued to reflect a policy of emphasizing heavy industry at 
the expense of light, and a policy of import substitution— the plants 
wore designed to increase domestic production of goods being im- 
ported, and thus ultimately to reduce imports and make China 
more self-reliant. 

The Chinese press never released any data on the contemplated 
costs of these investment projects — perhaps an indication that no 
such calculation had been done. Japanese economists, who had con- 
sulted with the Chinese during the planning stage, estimated that 
China would have had to raise upwards of 500 billion y ian (ap- 
proximately US$.S00 billion) in new investment capital to cover the 
domestic and foreign costs of the program. Of this amount, US$70- 
SO billion would have been needed to pay for plant arid technology 
purchased abroad. 2 Although Hua later revealed that the Ten Year 
Plan was not in fact a "pian" but merely a loose outline of targets 
arid a. list of projects to be undertaken, China's Ministry of Foreign 
Trade began acting on these projects: By the end of 1978, TECH IM- 
PORT, the foreign trade corporation responsible for plant and tech- 
nology purchases, had negotiated for or expressed interest in about 
$40 billion worth of complete industrial plants. :J 

If little planning had been done to determine the costs of such an 
ambitious program, perhaps even less consideration had been given 
to the problem of raising the funds to pay for it. At the time the 
plan was launched, the Chinese believed that oil production would, 
reach 250 mi 11 ion m i et r i c tons per yea r in 1 985 and t h at a surplus 
of 80-50 million metric tons per year would be available for 
export — enough to bankroll a sizable plant import program. 
China's chief concern appeared to be finding a market for the oil, a 
major reason far China's interest in signing a "Long Term Trade 
Agreement" (LTTA) with the Japanese. Japanese firms were at 
first reluctant to accept the quantity of- Chinese crude that Beijing 
wanted to sell, but in February 1978, after a year of hard bargain- 
ing, the LTTA was signed: 4 

The agree merit gu a r a n teed Ch i n a a m arket for up to 15 million 
.metric tons of crude oil and 9 million metric tons of coal per year 
by 1 985. At the time t he Ch i n ese had hoped to sell mo re, an d found 
the agreed figures disappointingly low. The oil and coal exports 
were expected to cover the cost of importing about $10 billion 



? JETJiO, "China Newsletter," No:.2«; June VM). pp. IX-VX. 

'Central Intelligence Agency, National Foreign Assessment Center, "China: Post Mao Search 
for Civilian Industrial Technology," ER 79-H)02OU. February 107*). 

4 Although private Japanese firms ran the negotiations, final agreement was reached only 
after Tokyo intervened. Legally, however, the agreement has the status Of a private contract. 
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worth of plant, construction materials, and technology from Japan. 
This was hot a barter agreement; each transaction was to be car- 
ried out under separate contracts. Since it was expected that 
during the first half of the agreement, the level of Chinese imports 
would exceed exports, the Japanese promised to accept deferred 
payments for Chinese plant purchases. The agreement postponed 
for future discussion the question of interest rates and terms on 
the credits.* - - - 

Recognizing that oil exports alone would not pay the bills, tfeij- 
ing began taking steps to liberalize the structure of its foreign 
trade organization, permitting greater contact between Chinese 
producers and foreign buyers. Articles in the Chinese press called 
for increased attention to improving the quality of light manufac- 
tures, by producing to buyers specifications on styles, labeling, 
packaging, and delivery dates. 

Beijing also accepted cooperative production agreements and 
processing arrangements as a Legitimate form of business contact 
with the West. And finally, during the summer of 1978,- Beijing de- 
cided to set up special zones in Guangdong Province where foreign 
firms might participate in joint ventures with the Chinese, permit- 
ting Foreign ownership of capital for the first time since the found- 
ing of the People's Republic. . 

Beijing also made a number of policy shifts to spur the acquisi- 
tion of technology and to create an environment for absorbing 
Western know-how. More than any other single move, China's deci- 
sion to allow thousands of its best students to attend foreign aca- 
demic institutions reflected the importance Beijing attached to ac- 
quiring and understanding Western technology. Moreover, Beying 
announced that it would honor the international patent protection 
agreement, a policy totally at variance with Maoist orthodoxy, 
which insisted that all knowledge should be part of the public 
domain. _ -. , , , 

These policies provided a more favorable climate tor trade, help- 
ing to stimulate both exports and imports. With prices stabilizing, 
exports increased steadily throughout the year, a full 24 percent in 
real terms. Imports recovered even more dramatically from the de- 
pressed level of 1977, jumping 51 percent in real terms. Imports of 
industrial supplies, particularly steel and aluminum, increased the 
most, followed by a big boost in deliveries of capital goods. During 
1978 alone, more than 500 Chinese delegations traveled to Western 
countries to shop for industrial equipment and technology. 

M„ „ imrri,.H mnv.> if, eiiiiture a share of what appeared to be a booming market lor industry 



French In December m7S the British in April 11)79) merely called ior me P?jaies ^ air.v^-u, 
l^ld Lotiluwolway trade over the period through i»H5 to a Urtfetedaevel: Chinese pronv 
fiSHo Hve •'preference" to French and British-firms on certain projects ,n which they had 
sKown in eresf in return therKinese_ received assurances that the other side would make best 
ln^" ta^ance trade. More importantly, however, the Chinese obtained commitmente from 
the British and French «overnmenLs to make officially backed export credits available for Chi- 
nese purchases. 
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The eiiticoiiioiit of a vast China Market undoubtedly played a 
role in the H.S; decision to recognize Beijing as the government of 
China, a shift which was announced in December 1978. U.S. agri- 
cultural exports— led by wheat, corn and cotton — had jumped sev- 
eral fold during the year as China shifted purchases away from its 
traditional suppliers. This vaulted the. U.S. into third place, behind 
Japan and West Germany, as a supplier to China. From its view- 
point, Beijing saw the U.S. not only as the most important source 
of agricultural commodities arid advanced technology but also as a 
largely untapped market for its exports. Before trade could realize 
its full potential, however, several outstanding legal issues would 
have to be settled: lack of MFN-status for Chinese exports, unre- 
solved frozen claims and assets,- and lack of eligibility for U.S. 
Export-Import Bank financing of Chinese purchases. Once diplo- 
matic relations were established, these constraints would be re- 
moved quickly. _ : 

With the establishment of-Sino-United States diplomatic rela- 
tions just around the corner, Beijing had ^ laid much pf the ground- 
work for a take-off of technology imports: After nearly a year of 
negotiations wi th the Japanese, howe ver, they still had not com e to 
terms on interest rates. Events in December, therefore, were en- 
tirely _u nexp^ec ted . In the space of 1 0 days the Chinese wen t on a 
baying spree and signed nearly $3 billion in whole plant contracts, 
bringing the total signed by the end of 1978 to over $7 billion. This 
year-end rash may have been related to another event during the 
month — the Central Committee Work Conference. Just as the Chi-, 
nese were about to launch one of the largest transfers of technol- 
ogy in world history, they began a somber reappraisal of the plan's 
feasibility. It was at the Work Conference that the Chinese leader- 
ship announced its decision to institute a policy of ''readjustment, 
reform, consolidation, and improvement/' In their eagerness to 
insure that their own projects would not be affected by the re- 
trenchment some officials hurried to sign contracts before the 
order to suspend negotiations came into effect. 

B. The Readjustment of 1979 

1979 was a year of adjustment for Chinese foreign trade and for 
the economy as a whole. The year opened with considerable confu- 
sion in the trade bureaucracy. Record fourth-quarter 1978 and first- 
quarter 1979 current account deficits strained hard currency re- 
serves. China's trade balance, which had been running in surplus 
through the first three quarters of 1978, turned into a $400 million 
deficit in the fourth quarter (measured on an f.o.b: basis) r ^then 
plunged to a $700 million deficit in the first quarter of 1979 — the 
largest quarterly deficit the Chinese had ever seen. On top of these 
accumulating trade deficits, the Chinese had obligated themselves 
to make downpayments of approximately $600 million for plants 
ordered in the second half of 1978. The signing in 1978 of $7 billion 
in cash contracts fiad left Beijing dangerously low on foreign ex- 
change; reserves had fallen to less than $2 billion by the beginning 
of 1979. 

Reacting to a rapidly deteriorating foreign exchange situation as 
well as to a general rethinking of China's development strategy, in 
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February. 1975* the Ministry pl\ Finiincb aerit notice to 20 Japanese 
firms thiit contracts thev tuid JiigJied with China's National Techni- 
cal". Import Corporation (TECH IMPORT) had failed to receive Bank 
of China approval. As a result, the contracts— valued at $2.(i bil- 
lion — were suspended while China reexamined the projects and the 
financial commitments associated with them: Simultaneously, the 
Ministry of Finance also ordered a moratorium on any major new 
contract signing. - - : 

While the moratorium on new contracts originated from the deci- 
sion to readjust the economy taken two months earlier, the suspen- 
sion of Japanese contracts was not primarily related to that cam- 
paign. Instead, international financial con to have 
been the driving force behind this first wave of suspensions. 

Immediately following the suspensions the Chinese relayed the 
message to the Japanese Long-term Trade Consultation Committee 
that before China would reinstate the contracts the Japanese 
would have to provide U.S. dollar loans to finance the plants. 6 
Moreover, the Chinese demanded that payment for the plant pur- 
chases, originally designated to be made in Yen, should be shifted 

over to payment in dollars. . 

\ In response, Japanese commercial banks arranged two syndicat- 
\ ed Eurodollar credits, including a $2 billion line of credit for 4V2 
\ years, and a $(> billion (i-mbnth revolving credit. Although -bargain- 
ing was intense over the interest rates to be charged, the Japanese 
banks finally conceded to a rate of l X> percent over LIBOR (London 
Interbank Offer Rate) after the Chinese appeared to have succeed- 
ed in obtaining that rate— normally reserved for only the banks' 
best customers— from the French Bank, Union des Banques Arabs 
et Francoise (UBAF), In order to sweeten the pot, Japanese indus- 
trialists convinced the government to extend a 420 billion yen 
credit line (worth U.S. $1.8 billion at the time) from Japan's 
Export-Import Bank directly to the Bank of China for natural re- 
source development projects— projects, not covered within the scope 
of the LTTA. The yen loans would draw interest at $ l A percent per 
year and provide up to 15 years for repayment. 

After lining up the $8 billion in syndicated Eurodollar credits the 
Chinese immediately renegotiated the suspended contracts to place 
them on a dollar payment basis. By July, all of the contracts, 
except one for a 800,000 ton-per-year ethylene plant, had been rein- 
stated. Ironically, the Chinese have aneveroised this Eurodollar fa- 
cility: Between May and August 1979, LIBOR rates climbed from 
10VS percent to 17 percent and the Chinese continued to pay cash 
on delivery of the plant and equipment. 7 In addition, as a result of 
excellent export growth, China's trade balance improved dramati- 
cally over the next year, leaving little need for the credits. 



* The d ate <>n which the susjw nsion notices wi re sent out— If: February— was important Jin 
two ns|x>cts first it fell just within the KO day time limit prescribed by escape clauses in the 
J-ipam-sV contracts, during .which the Bank of .China ; could review the contracts prior to making 
down laments Second but more importantly, it fell one year to the day after -sifi'mntf of the 
Sino^Japanese Lon^ Term Trade Agreement— a eoineadence intended by. Beijm£ to sjffnal 
China's exasperation with Japan's intransigence on providing financing for these major 

^The^Boashan steel mill contract was the sole exception. Nippon Steel agreed to accept ^pay- 
ments half in yen and half in dollars with, at least, the yen portion on a deferred payment basis. 
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While the Japanese contract suspensions were primarily a Chi- 
nese gambit to pressure the Japanese into providing long-promised 
credits, the Chinese placed a halt on. new co.n tract sign i ngs i n or de r 
to give themselves time to reassess their development strategy. At 
the time, however, the Chinese probably did not foresee a major 
cutback in investment spending; Throughout 1979 they continued 
to arrange large lines of credit in anticipation of major capital pur. 
chases to follow; Thus by the end of 1979 the Chinese had amassed 
over $17 billion worth of officially supported export credits from 
France ($T;« billion), the United Kingdom l$5 billion), Japan ($1.8 
billion). Canada i$1.7 billion) and Italy ($1.0 billion), with smaller 
amounts from Belgium. Sweden, and Australia; and over $10 bil- 
lion worth of commercial credits. 

In the early months of 1979, Beijing took several corrective meas- 
ures that affected whole-plant purchases; The first was a reorder- 
ing of investment priorities. Agriculture, light industry, power, 
building materials, and transportation were identified as needing 
greater investment, at the expense of heavy industry, especially 
steel. Mc'iior organization changes also were made as Beijing began 
to delegate decisionmaking authority to lower levels; Provincial- 
and municipal-level organizations which had been negotiating 
small plant contracts were instructed- to raise their own financing 
and assume, responsibility for the profitability of their investments. 
Higher level organizational changes also were made. The Bank of 
China, for example, was separated f>om the People's Bank to tight- 
en control over foreign exchange reserves. In addition the Foreign 
Investment Control Commission was established to control foreign 
currency borrowing; The changes were intended to prevent a finan- 
cial crisis similar to the one that occurred in February. 

The Chinese also began to rethink their export ppli_cies._Articles 
in the Chinese press extrolled the virtues of the economies of 
Japan, South Korea, and Taiwan— countries, which developed 
through promotion of export industries. Chinese economists called 
for the country to specialize along lines of comparative advan- 
tage—in labor-intensive industries— in order to maximize the .gains 
from trade. By diverting funds from heavy industry to light, the 
Chinese expected to reap a larger return on investment, and in 
much less time. __ _ -_ 

These new policies were endorsed at the June meeting of the Na- 
tional Peoj^le^s Congress, during which the leadership strongly reaf- 
firmed decisions taken over the previous two years to liberalize and 
expand foreign trade. The Congress ratified the decision to pursue 
farther decentralization of the foreign trade structure, permitting 
local production units to retain a share of their export profits. And 
by passing China's first Joint Venture Law, the Congress showed 
an unprecedented willingness to foster direct foreign investment. 

Although doubts about the efficacy of the joint venture law pre- 
venteo any meaningful foreign investment in China during 1979, a 
major benefit of the law was to provide reassurance to Western oil 
companies of China's intent to establish a legal basis for their rela- 
tionships. Negotiations with Western oil companies w x e among 
the few that continued unaffected during the early months of 1979. 
In April letters of intent were signed with several US companies 
for seismological studies in the South China Sea and negotiations 
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continued with French, Italian*- iiitd British firms for similar, work 
in the Yellow and East China Seas, Finally, in December 1979 _the 
China National Oil Corporation signed an agreement with Japan's 
National Oil Company JJ NOC) for joint exploration and _ develop- 
ment of the Bbhai Gulf. Under the agreement the JNOC would 
provide funds for most of the $250 million exploration effort and an 
additional $500 million for expected development costs. China 
would draw $500 million from Japan's Export-Import Bank re- 
source development credit to cover all but $20 million of its share : 
The agreement gave JNOC rights to 42.5 percent of any oil pro- 
duced over the next 15 years. 

For the year as a whole, contract signings for major plant and 
equipment purchases dropped to $2 billion. When negotiations re- 
sumed in midyear, they reflected Beijing's new priorities. Discus- 
sions on thermal and hydropower projects headed the list. But for- 
eign steel firms that jn late 1978 had been negotiating contracts 
worth more than $20 billion were informed that most of these proj- 
ects were being shelved indefinitely. Beijing also began seeking for- 
eigners willing to purchase equity shares in light industry projects 
under the new joint venture law. 

C. The Decentralization Movement — 1980 

For 1380 as a whole China's foreign trade growth reached record 
levels^ Exports during the year shot up 42 percent over the 1975) 
total to $19.6 billion, while imports jumped 36 percent to $19.3 .bil- 
lion. Much of the increase may be attributed to China's decision; 
taken in 1978 and reaffirmed in 1979, to decentralize _tjie : foreign 
trade apparatus. By permitting local enterprises to engage in: trade 
directly with foreigners, Beijing unleashed a large demand for 
Western capital and consumer goods and provided incentives, 
where none had previously existed, for individual enterprises to 
market their products abroad. Decentralization; however, also had 
some serious side affects, which by year-end brought into question 
the compatability of a mixed; part-plan, part-market economic 
system. 

During 1980- Beijing gave increasing authority over foreign trade 
matters to individual production units. This was part of Beijing's 
overall policy of decentralization — individual production units were 
made accountable for their own profits and losses in order to im- 
prove the "rationality" and efficiency of the economic system. The 
limited, ability of the Ministry of Foreign Trade and its foreign 
trade corporations to handle the increasing volume and complexity 
of trade was another factor behind Beijing's move. 

In order to make the decentralization of foreign trade palatable 
to the individual production units; Beijing provided two entice- 
ments. One was a decision to aliow municipal and provincial export 
enterprises to retain up to 30 percent of their foreign exchange 
earnings for their own use, rather than requiring them to remit all 
foreign exchange to the state. The second was a decision to permit 
these enterprises to convert foreign exchange earnings into yuan at 
a more favorable rate than the official Bank of China rate. The 
more favorable rate was called the "exchange rate for internal set- 
tlement." 
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Given a vast petii-up demand for foreign capital and consumer 
goods and a lack or domestic investment funds resulting from the 
state's decision to discontinue subsidies to production units, local 
enterprises in the maritime provinces responded enthusiastically to 
these incentives, entering- into processing arrangements and com- 
pensation trade deals and, in a few instances, forming joint ven- 
tures with foreign firms. 8 In 1980, perhaps as_much as $3-4 billion 
in trade was conducted by these enterprises—outside the purview 
of the Foreign Trade Corporation. 

While the decentralization measures directly stimulated exports 
they also created some severe problems for Beijing. One of the most 
difficult problems wus the lack of control over foreign exchange ex- 
penditures. Allowed to retain a share of their foreign exchange 
earnings, provincial- and local export enterprises syphoned off hard 
currency earnings that could have been used by the central govern- 
ment. Many enterprises deposited these funds in Hong Kong, 
beyond supervision by the Bank of China. This practice gave Chi- 
nese firms immediate access to foreign exchange for .their pur- 
chases without the red tape which normally accompanied import 
decisions. It also hindered the ability of central authorities to for- 
mulate trade plans and to regulate foreign exchange flows. - 

The lack of control over expenditures became most apparent 
during the fourth quarter, when a surge in imports resulted in a 
deficit of over $300 million— the first trade deficit since early 1979. 
The hard currency outflows caught Beijing by surprise, and in No- 
vember China withdrew its reserve tranche of $280 million from 
the International Monetary Fund, the first drawing since China's 
entrance into the IMF in May. The imbalance continued into the 
first quarter of 1981 and by the end of March Beijing had gone to 
the well for a total of $1.1 billion, exhausting its first credit 
tranche. China also drew heavily on short-term foreign commercial 
loans during this period. 



* K f for t s to lttr ict \V es U r n cump-inits to p u re h ase equi f y . 6 wriersh jp_.iJ3 .Chjn t sc. en te rp rises 
bore fruit in the First quarter oClM. eighi months ■ after the National People's Congress gave ite 
form il approv il to the joint venture law The deals concluded were for a catering service which 
prepared food for flights out of Beijing's International Airport a joint shipping venture, two ele- 
vator plants, and a luxury hotel in Nanjing. In May Beijing signed two contracts with hrench 
Ku^ms -Total and Societe. NiUionule Elf Aquitane— for joint exploration and development ol 
China's offshore oil resources in the eastern and north eastern Bohai, with terms similar to the 
J N*i)<* contract. • — - — ------ , -j --- 

Alt hough roany.irf. the .early joint .vent ures encgunterLKl problems that could be expected to 
plague any new form of business arrangement, Beijing took steps in August and September to 
eliminate some of the most glaring problems. These steps included the^adoptiortof regulations to 
control foreign investment in the.Special Ecoaomic Zones i in [ Guangdong and Fuiian an cT the ap- 
proval of regulations on foreign exchange loans to enterprises Most importantly_ the National 
People's Congress promulgated income tax and joint venture tax laws, which [ helped. ♦o. remove 
some of the uncertainties Pricing foreign firms in making a decision on whether to invest in 

^According to a Chinese report in Economic Reporter English Monthly. December I£80, p. 36, 
hy the end of 1980 the Chinese had signed 17 agreem enls for joint. vehtu res Jnside China, four 
contracts Tor joint -exploration of offshore oil and 289 cooperative projects and joint ventures in 
other countries with a total investment of $1 8 billion In addition to the joint ventures men- 
tioned above ventures inside China included a pig farm, a winery, a leasing .com paity_ t several 
hotels and factories to produce woolen textiles, artificial flowers, furniture, optical goods, bat- 
teries ' televisions, and watch dials. Ventures outside China included businesses such asa joint 
finance company in Hong Kong between the Bank of China, the First National Bank of Chicago, 
and the Industrial Bank of Japan, and joint construction companies- operating in third world 
countries using Chinese laborers and western technologies. During 1980 the Chinese also signed 
about 1,000 agreements for processing and assembling foreign materials and parts. 
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Faced with these mfficuities, the government felt its only course 
would be to return. at least part way to a more centralized manage- 
ment of foreign trade: in December. the State Council promulgated 
exchange regulations that put the Bank of China firmly in control 
of all foreign exchange transactions. In particular, the law required 
any Chinese- organization holding deposits in_ foreign banks to 
remit all such funds to the Bank of China by March 1, 1981. Beij- 
ing alno officially pegged the "internal exchange rate" at 2:8 yuan 
per dollar in -wart to discourage imports by local production units. 
At the same time, Beijing gave the Foreign Trade Corporations full 
authority over many commodities; which had previously slipped 
into the hands of the localities. 

IX RvvorH'ilint* Readjustment and Reform — 1.9 SI 

From the viewpoint of a foreign trader, 1981 began • a sour 
note. I n February Beijin gun i 1 a t e ra lly cance l led con tracts worth 
nearly $2 billion for the second phase of the Baoshan steel mill, 
four petrochemical complexes, and a copper refinery. The cancella- 
tions affected not only the Japanese, but West German, British and 
American firms as well; 

On the surface, this wave of cancellations had several parallels 
with the first wave of February 1979, but in fact the root causes 
ran far deeper. Not until 1980 did Beijing begin to realize the se- 
verity of imbalances developing in the domestic economy. Invest- 
ment spending was badly overextended, resulting in a budget defi- 
cit of 12 billion yuan for the year- Domestic expenditures on con- 
struction of plants purchased overseas contributed significantly to 
the deficit. On top of this, Beijing was forced to lower its expecta- 
tions for oil output: Official statements suggested that China would 
do well just to maintain the current rate of production through the 
mid-1980s, rather than doubling output as originally planned. The 
lack of projected energy supplies for the Baoshan steel mill and of 
petroleum feedstocks for the petrochemical plant complexes were 
among the major factors leading to their cancellations. 

Although China's trade balance declined sharply immediately 
preceding the cancellations, contrary to much speculation in the 
Western press, the Chinese did not lack foreign exchange to pay for 
the plants. Chinas hard currency reserves were adequate and 
earnings more than sufficient to make scheduled payments. When 
the Chinese sent notice of the cancellations they also gave assur- 
ances that they would remunerate firms for any losses "according 
to international practice/' Thereafter, the Chinese continued to 
accept delivery of the equipment, paying for each shipment in cash. 
Most deliveries have now been completed. As in 1979, the Chinese 
again told the Japanese that in order to reinstate any of the can- 
celled contracts, . they would need low interest loans. Unlike 
China's earlier loan request, however, the new loans would be to-" 
cover the local costs of the project — a source of much confusion in 
the Western press. In effect, the Chinese wanted to finance their 
domestic budget deficits with foreign loans. 

From commentary in the Chinese press 9 one can infer that a 
lengthy debate took place within the leadership before the decision 



0 See example. FBIS, Daily Report, China, November 10. 1980, pp. L14-1K. 
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to cancel the contracts; the debate focused on _ the question of 
whether readjustment should take precedence over reform. Those 
favoring readjustment argued that to stem overexpenditure on in- 
vestment by local enterprises and prevent a further deterioration 
in the domestic budget, it would be necessary for the government 
to postpone many of the reforms initiated in 198Q. The readjust- 
ment view prevailed. As of mid-1981 the Ministry of Foreign Trade 
had regained authority over many commodities which had been 
lost to producers the year before. But the reform movement clearly 
was not dead. It had attracted many followers who had a real stake 
in trade with the West. 



IV. Current Poucy Problems 

Almost all of! the policy changes instituted over the past three 
years have fallen under the rubric of either economic readjustment 
or economic reform. Under the readjustment program China's ma- 
croeconomic goals were to undergo a complete revaluation. Invest- 
ment was to be scaled back in favor of more consumption; and 
heavy industry, the focus of both trade and domestic economic 
policy at the; time, was to be deemphasized in favor of light indus- 
try and agriculture. The reform program, on the other hand, was 
to tackle microeconomic-type problems. Profitability was to become 
the major standard by which many of China's enterprises, includ- 
ing those engaged in foreign trade were to be evaluated. 

A Impact on the West 

The sweeping changes in foreign trade policies that accompanied 
China's readjustment program were generally applauded in the 
West although they brought large cutbacks in major capital pur- 
chases The new effort to build up the light industrial and agricul- 
tural sectors, long thought to be areas where Beijing s comparative 
advantage was greatest, were well received: That Beijing was jset; 
ting aside an extended time period to reexamine the direction of its 
overall economic policy was also viewed as a positive step._I_n addi- 
tion; the new emphasis on exports arid Beijing's reaffirmation that 
despite its cutback in the import of capital goods it would continue 
to emphasize foreign trade, all helped boost Western confidence in 

China. -. — *„■ , 

Much of the initial enthusiasm for the readjustment policy, how- 
ever, dissipated as a result of the erratic measures taken by Beijing 
to implement the program. Certain contracts for Japanese petro- 
chemical equipment, for example, were initialled by IfcOmMl'UKi 
in December 1978, suspended less than two months later, reir^stat- 
ed at the original terms by midyear only to be cancelled again in 
February 1981. Evert after the final cancellation Beijing continued 
to accept delivery of equipment and to i^ake payment under the 
terms of the original contracts. The Japanese were not the only 
firms affected by_ such erratic behavior: West German, American, 
arid British companies all had contracts summarily cancelled by 
Beijing as a_result of the readjustment 

The: introduction of the economic reform package with its empha- 
sis on_rneasuring results in terms of profits and. losses. Further 
clouded the trade picture. While the overall goal of the program 
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was to push decisionmaking authority down to local levels, the 
lines of authority were not clear-cut. Some goods remained the ex- 
clusive domain of the Ministry of Foreign Trade while, for other 
products, local authorities were granted greater autonomy. As a 
result, not only were foreign businessmen unable to ctn ; t on tradi- 
tional lines. of authority but in many cases even the Chinese were 
unclear as to where the final authority for various trade matters 
rested. In one case, . for example, a foreign firm seeking to build a 
hotel in a major Chinese city spent long hours coming to terms 
with representatives of the MFT only to have the project disap- 
proved by the local authorities who had final authority over the 
use of the land where the hotel was slated to be built. 

B. Impact on China 

Western firms were not alone in suffering ill effects from the 
policy changes. China was also experiencing difficulties: China's 
terms of trade, a key indicator used by planned economies to deter- 
mine the efficacy of trade, began to deteriorate as local traders bid 
export prices down and import prices up. Some of China's large, ef- 
ficient, export enterprises also began having problems. Under the 
previous tightly controlled planning system these enterprises drew 
resources from various localities and processed them in bulk for 
export abroad. After decentralization, local authorities, eager to 
take advantage of their newly found ability to generate foreign ex- 
change, began setting up their own smaller-scale, competing enter- 
prises. Scarce local resources once channelled to more efficient en- 
terprises were siphoned off to smaller local facilities and excess ca- 
pacity in some areas began growing rapidly. _ 

Financial problems also sprang out of the decentralization effort. 
When Beijing gave approval for local enterprises to retain certain 
shares of their foreign exchange profits, government authorities as- 
sumed that all of these funds would be deposited in the Bank of 
China (BOC). While this procedure may have been followed in the 
early stages, Chinese exporters soon found their foreign exchange 
funds more accessible and more profitable when held in banks out- 
side China. By yeaj*end 198(1, when orders 4 ware issued to_ repatriate 
all funds held in this form abroad,- perhaps as much as $1 billion in 
Foreign exchange had slipped outside Beijing's grasp. 

Of all the difficulties associated with the reform movement, how- 
ever, the one probably most responsible for Beijing's decision to 
shelve 'the program was its conflict with economic retrenchment 
When local enterprises that were slated to come under Beijing s 
budgetary axe began using the reform program to line up foreign 
equipment and funds to circumvent investment cutbacks, the pro- 
gram was destined for reappraisal. 

€ The Underlying Economic Issues 

Blame for much of the confusion that has resulted from the 
reform and readjustment measures undoubtedly rests with Beijing. 
The government has been guilty of moving too erratically to 
counter unforeseen problems arising in its foreign trade sector. 
With its statistical apparatus still in disarray from the Cultural 
Revolution, Beijing may have little idea of what the possible reper- 



34 



cussions of many of its policies are: Beijing may also.be attempting 
to implement economic policies it does not fully understand. Prob- 
lems associated with the economic reform packages, for example, 
appear to stem from basic contradictions that arise in trying to 
take advantage of the market mechanism where market, signals, 
Le. prices, are confused. For the past 30 years Beijing-has fixed do- 
mestic prices at somewhat arbitrary levels rather than allowing 
them to reflect supply and demand. As a result, efforts to encour- 
age traders to become more profit motivated have in many cases 
yielded perverse results. In a very real sense, profitability is not de- 
fined by the interrelationship; between supply and demand, or by 
'the efficiency with which the firm is run, but rather by the level at 
which Beijing sets input and output prices. Moreover, Beijing was 
unaware of the tradeoffs associated with various economic policies 
in a market system. While explicitly giving firms a certain amount 
of leeway to expand or contract operations according _to thejr_j)ro£ 
itability, Chinese authorities proved unwilling to allow expansion 
outside those industries that they had separately designated for 
• emphasis. Citing inflationary pressures, the government also quick- 
ly supressed the competitive price bidding that arose as soon as 
Finns were given responsibilty for their own profits. Unwilling to 
sacrifice its macroeconomic goals on the altar of the market, Beij- 
ing had little choice but to backdown from its microeconomic 
reform program. _ _ _ _ . 

Although the Chinese may have shelved their experiment with 
the market mechanism for the time being, they continue to espouse 
its advantages for China and may attempt to readopt it. While con- 
tinuing to express confidence in the market mechanism, however, 
Beijing has not yet shown signs of creating an environment where 
the market can operate freely. Throughout the difficulties in the 
conflict between readjustment and reform the subject of flexible 
prices has been blatantly supressed. Fear of resparking the hyper- 
inflation of the 1940s in probably largely to blame for the current 
unwillingness either to allow prices to fluctuate or at least to 
adjust them to provide some indication of resource allocations. 

Decentralization, in the absence of a rational price structure, will 
do very little to help Beijing determine where to channel scarce re- 
sources. Efficient factories may be forced to close under the current 
price structure while inefficient ones operate at sizeable profits. As 
a result, unemployment, and disparities in personal incomes that 
will inevitably accompany China's efforts to close inefficient fac- 
tories and propagate efficient ones may come with almost no gains 
in productivity. In short, while a true market system might be of 
great benefit, it js riot necessarily true that China's attempt to take 
advantage of a market where market signals are in disarray, will 
be jiny more beneficial to foreign trade and overall economic devel- 
opment than a tightly controlled foreign trade bureaucracy. 

Although Beijing continues to face numerous foreign trade prob- 
lems the ^difficulties should be viewed in light of the government's 
numerous success. Overall trade performance since 1978 has been 
excellent with exports growing at an average annual rate of 35 per- 
cent. The high priority assigned to foreign trade in recent years 
has given_ domestic traders a certain stability not present during 
the preceding 30 years. In addition, decentralization measures have 




made producers of export goods mindful of problems that prior to 
decentralization seemed to defy solution. Chinese exporters for the 
first time appear to be making real headway improving product 
quality, meeting Western packaging standards, and adhering to de- 
livery schedules, . _ _._ 

Much of the thrashing about of .trade. policy in the past few years 
can be explained by recognizing China's unique position as a cen- 
trallv planned economy (CPE) forced to deal almost entirely in the 
World market. For the Soviet bloc countries, where CPE's trade 
heavily among themselves, the inability to. adjust to the constantly 
changing conditions of a market creates few major problems. For 
China, however, where less than 10 percent of its total trade is car- 
ried out with other tightly planned economies, the temptation to 
respond to market changes is much greater, In part, this explains 
China's determination to carry through with decentralization de- 
spite the difficulties encountered in the past. With trade growing 
at record rates, and almost all of it taking place in a world market 
environment, the- tightly controlled foreign trade organization of 
the past is probably incapable of meeting Chira s present needs. 

V: Trade Prospects for the 1980's 

Forecasts of future trends in China's trade must be tentative, be- 
cause of the uncertainty over how Beijing will resolve the crucial 
issue of the relationship between central planning and the market 
mechanism. On the one hand, if China returns to a more central- 
ized system of foreign trade, we would expect to see a more temper- 
ate pace than in the period from 1977 to 1980. On the other hand, 
if China gives freer rein to market forces, trade could take another 
leap forward, driven by years of pent-up demand. 

A. Export Prospects 

Success in expanding exports will depend largely on China s abil- 
ity to follow up on the reform measures of the recent past and to 
move swiftly into export lines that emphasize the country's great- 
est comparative advantage— large masses of low-wage laborers, 
China currently exports a wide variety of agricultural and mineral 
products and relatively simple, inexpensive manufactured goods. 
Agricultural and mineral product exports will likely be limited by 
domestic supply and demand constraints whereas rapid increases 
in exports of some manufactured goods are likely to be held back 
by restraints on foreign demand. Beijing has, however, demonstrat- 
ed an ability to penetrate manufactured product markets in short 
order. In textiles, for example, Western quota's on certain Cninese 
exports have caused almost immediate shifts into unrestricted 
goods. With only about Vz percent of all Western imports coming 
from China, considerable potential exists for developing new export 
lines, especially if more export processing zones are established. 

Agricultural exports have grown at a considerably slower rate 
than exports in general in the 1970s and are likely to continue to 
do so. Growth has been particularly slow since 1974. -The share of 
agricultural exports thus has dropped from nearly 50 percent in 
1970 to less than 30 percent in 1979. Important export items in- 
clude meat, fish, fruits, and vegetables, the primary market for 
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which is Hon& Kong. iVosp- - is for rapidly increasing these exports 
are riot good. The Hong K ' ; market where Chinese products have 
a considerable competith !ge' is pretty well saturated. 

Oil has set the pace for extractive exports in the 1970s, rising 
from nothing in 1970 to 256,000. b/d in 1980. Oil revenues amount- 
ed to $2.8 billion in 1980 or. 14 -percent of total export earnings: 
Most of the oil is purchased by. Japan but several other countries, 
including the United States take. smaller amounts: 

Supply prob I e ms in C hina bode poorly fo r fut u re gains i n crude 
oil exports: Output levelled off at about 106 million tons in 1980 
and may fall by as much as 6 percent this year. Although attempts 
to shift energy consumption toward coal may provide short term 
gains, it is unclear how effective these measures will be in the long 
run. In the meantime, Beijing will probably attempt to hold ex- 
ports at about the current level over the next few years in-order to 
avoid any sharp declines in foreign exchange earnings. Potential 
after 1985 depends heavily on China's success in its offshore oil ex- 
ploration program. Japanese and French companies are already ex- 
ploring for oil and US firms should sign exploration contracts later 
this year. 

Coal and other mineral exports increased fairly slowly in the 
1970s but have gained steam in the last few years. Coal shipments 
to Japan are slated to increase quite sharply under terms of the 
Long Term Trade Agreement, from 500,000 tons in 1978 to 3.5 mil- 
lion tons in 1982. Tokyo and Beijing are currently talking about 
boosting shipments to 10 millions tons in 1985. Even with the sharp 
increases, coal exports will continue to account for less than 5 per- 
cent of total exports. Beijing is also stepping up shipments of tung- 
sten, talc, titanium, and aluminum but earnings from these com- 
modities make up less than one percent of total foreign exchange 
revenues. 

The main thrust of a Chinese export drive will have to be in 
manufactured goods. Exports of manufactured goods have expand- 
ed at an annual rate of approximately 17 percent in real terms 
si n ce 1 97 0, rising to more than 50 percen t of tota 1 exports. A con - 
tintiation of high industrial growth rates, combined with more em- 
phasis on exports and a strong shift into higher valued export 
lines, should enable China to maintain past growth rates in foreign 
sales. As with many other emerging nations, textiles are playing a 
leading role in Chi ri ese exports. _ Tex tile and c 1 ot hing exports to- 
talled $3:3 billion in 1979 — 24 percent of total Chinese exports: Tex- 
tile ^ exoprts have grown at an even faster rate than overall exports 
over the past few years, textile and clothing production is expected 
to increase rapidly aided by the .output of several major imported 
synthetic fiber plants. Low-cost labor if accompanied by modern 
production techniques and marketable designs could- provide the 
PRC a competitive edge. The major problem in rapidly expanding 
textile exports will be that of breaking into already highly protect- 
ed markets. Beijing may have some advantage in that its textile ex- 
ports are currently widely distributed, with LBC's purchasing over 
40 percent of textile fabric and clothing exports, v, hereas entry into 
the more profitable North American and West European markets 
has only just begun. Beijing probably will attempt to squeeze the 
developed market shares of East Asian rivals— Hong Kong, South 
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Korea, and Taiwan— and to seek lower ' iriffand nontariff barriers 
for its products. .Given the likely, ir ;>rt_ restrictions, however, 
growth in future textile exports will defend on Beijing's ability to 
move into hew, unrestricted, product lines. 

Other important manufactured exports currently include iron 
and steel, mineral and metal products* machinery, and transporta- 
tion equipment ia\\ shipped primarily to LDC's) and handicrafts 
(shipped to developed countries and Hong Kong). With the excep- 
tion of iron and steel, all of these areas have recently been focused 
on as having significant export potential. Efforts are now under- 
way to gear China's machine tool industry toward exports to LDCs. 
Hand tools, hardware, and other metal products are also slated to 
increase: Exports of machinery and equipment, including trucks, 
ships, and military _ goods— again .primarily for IJDC's— will L prob : 
ably also pick up speed. Even in the area of power generation, 
Ch in a h as _ a 1 r eady h ad some s u ccess _m a rke tin g equi p me n t for 
small hydroelectric projects in the Philippines and South America. 

B. Import Prospects 

Pessimism is probably the best way to characterize the current 
attitude in the West with regard to selling a huge amount of capi- 
tal eq uipme n t to Chi n a . This attit ude is p robably real istic . China 
has neither the resources nor the technical expertise required to 
undertake a program of high technology assimilation expected by 
many Western traders in 1978. To the extent that it stems from a 
belief that the China market as a whole is drying Up, however, the 
pessimism is unfounded. 

Export growth remains the key to China's willingness to import. 
Although the ongoing experiment with decentralization has taken 
some control over exports and imports out of the hands of the cen- 
tral authorities, Beijing will continue to take steps to counter any 
large trade deficits. Small deficits can be expected. China has dem- 
onstrated an eagerness to take advantage of long-term, low interest 
loans, a trend that will undoubtedly continue in the future. But 
Beijing's refusal to utilize major commercial Joans at current 
market rates for- anything other than short term exigencies is a 
clear i nd icat ion that i t e xpec ts trad e to remain near ba 1 an ce . Even 
for normal trade financing Beijing is attempting to rely more heav- 
ily on compensation deals and processing arrangements to bring in 
raw materials and machinery and equipment with no accompany- 
ing outlay of foreign exchange. With the government's commit- 
ment to keep a tight rein on debt exposure, the debt service ratio 
will probably be held to less than 15 percent over the next few 
years. 

The priorities of the readjustment program will continue to de- 
termine the commodity composition of trade. Agricultural imports, 
especially grain and cotton, will probably become increasingly im- 
portant as the Chinese attempt to improve their standard of living. 
Consumer goods; including TVs, radios, tape recorders and watches 
will also benefit. Although reluctant to see its scarce foreign ex- 
change reserves go for such uses, Beijing's current overriding inter- 
est in consumer welfare ensures that this upward trend will contin- 
ue at least in the near term. Over the longer run, China will prob- 
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ably attempt to become a net exporter of many of these goods. At 
that jpoint, _the Chinese will probably restrict import •> to conserve 
foreign exchange and to. guarantee a market for domestically pro- 
duced consumer items. Beijing's willingness to import in order to 
expand exports could lead to sharp increases in purchases of semi- 
finished manufactured products. 10 Imports of plastic materials^ 
chemical products, and electronic components, for example, should 
be up sharply in the next several years. Dyeing materials, yarn, 
and fabrics will also rise in importance as Beijing moves to boost 
its textile sales. With construction of several major petrochemical 
projects delayed as a result of the readjustment program, synthetic 
fiber imports should also become increasingly important. Efforts to 
improve the quality of China's packaging for export have already 
led to sharp increases in purchases of wood pulp and paper prod- 
ucts, a trend likely to continue as exports rise. . - _ . 

Much of the Upward pressure on China's import bill for agricul- 
tural products, semi-finished manufactures, and consumer goods 
will he offset by steep declines in major plant-purchases. The drop- 
off part of Beijing's commitment to scale back capital construction, 
will be especially pronounced in 1981. The $9 billion in whole-plant 
contracts signed in 1978-79 led to record machinery and equipment 
deliveries last year. With delivery completed on most of the earher 
contracts, and with the recent cancellaton of major 1980 contracts, 
imports should taper off sharply by yearend and remain low lor 
several years: iron and steel imports in the next few years also will 
probably remain low, below the 3.8 million tons purchased in 19bi), 

Although machinery and equipment imports on the whole will be 
down, in certain specific areas Chinese demand remains strong._In- 
frastructure projects, especially for transportation and power gen- 
eration, will require occasional large purchases of machinery and 
equipment. Demand for coal mining equipment should also remain 
strong Beijing will undoubtedly utilize a great deal of western _and 
Japanese oil drilling equipment in the. near future but, at least tor 
the offshore ventures, it is unclear, whether the purchases, will 
show up in China's import figures. Much of the equipment may be 
counted as the Western partner's share in the ventures rather 
than as a Chinese purchase. . L .. ... .. , 

Beijing's new irripcrt priorities-bode well for major agricultural 
exporters, especially the United States. With increasing exports of 
grain and cotton, the United. States could overtake Japan as 
China's largest supplier by 1985. 11 Hong Kbrig, with, its ability to 
provide semi-finished products and the willingness of jts business- 
men to engage in all ' vpes of compensation and processing agree- 
ments, may also make major gains. The big losers ,_m terms of the 
China market are likely to be the West Europeans. Chinas 1980 
imports from Western Europe were down 13 i ^rcent compared to 
1979 largely because of falling steel purchases: With machinery 

">ln the pre-lTO era eports were viewed strictly as JI source _of foreign exchange for imports. 
Anyone adding the use of exports for other reasons was subject to cnfc.sm for sellingout 

tM MTuhouch, to date, Beijing appears to be completely uninhibited in it purchase of U.S goods 
this Trend ii unlikely to continue if the bilateral trade deficit contmucs to widen. In 198C l Chi- 
nese import from tk US: .exceeded exports by $2.7 billion, about three times larger than its 
deficit with any other country. 
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and equipment imports . also destined to suffer, purchases from 
Western Europe may decline even further. Japan's share in 
China's total imports may fall somewhat from the 26 percent share 
held in 1980 but its proximity to Chi riai its ability to provide high 
quality, semi-finished materials and consumer goods, and its will- 
ingness to meet Chinese financing reeds, guarantees Tokyo a solid 
position as a major supplier to the PRC. 
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TABLE A-L— CHINA: BALANCE OF TRADE 1 

[In millions of U.S. dollars) 
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Communist countries- 



N6n-Communt$t countries 
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3,990 


1,960 
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1.845 
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2,145 
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12,835 
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-50 


920 
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885 


—215 


740 


370 


765 
950 


970 


-205 


615 


295 


1,300 


-350 


785 


425 


1,045 
1,085 


1,010 
-880 


-35 


1,065 


590 


2C5 


1.090 


530 


1,280 


1,100 


1,80 


1,385 


660 


1,615 


1,365 


250 


1,310 


615 


1:335 


1,285 


50 


1,370 


625 


965 


715 


250 


1,335 


560 


915 


490 


425 


1,265 


605 


820 


430 


390 


025 


755 


710 


390 


320 


2,120 


1,040 


650 


515 


135 


2,715 


1,385 


585 


505 


80 


3.155 


1.625 


485 

509 


345 


140 


3,085 


1,475 


340 


160 


2,945 


1,460 


490, 


295 


195 


3,110 


1,570 


480 


390 


90 


3,330 


1,675 


585 
735 


515 


70 


3,580 


1,950 


555 


180 


4,515 


2,495 


LOGO 


710 


290 


-8,028 
11,135 


4,100 


1,445 
1,370 


-965 


475 


5:290 


1,005 


365 


11,585 


5,755 


1,230 


i;080 


150 


10:530 


6,040 


1,355 
1,565 


1,065 


285 


12,260 


6,735 


1,535 
1.840 


25 


17,305 


8,520 


1,700 


-140 


24,455 


12,015 


1,945 


1,935 


10 


35,055 


17,640 



450 
605 
305 
370 
320 
360 
475 
560 
725 
695 
745 
775 
660 
770 
1,080 
1,330 
LSD 
1,610 
l;M5 
1,540 
1,655 
1 .630 
2,030 
3,920 
5,845 
5,820 
4,490 
5,525 



-290 
-35 
-0 
-25 
65 
115 
-30 
-65 
-80 
-120 
-215 
-55 
-15 
-40 
55 
95 
-135 
-25 
30 
20 
325 
455 
139 
-589 
-69 
1,559 
1,215 
-248 
-495 
230 



41 



TABLE A-2.-CHINA: EXPORTS, F.O.B., BY AREA AND COUNTRY 1 

| In millions ol US tioiiaisi 



1910- 



1975 



1976 



1977 



1978 



1979 



1980 



WorkJ^^ 

NonrCoromunisl. countries 

Developed countries 

East Asia and Pacific 

Australia 

Japan.... 

North America 

Canada 

United States 

Western Europe; 

Belgium..'. 

France..;. 

West Germany 

Italy...:.... ; 

Netherlands 

Spam 

Sweden 

Switzerland 

United Kingdom 

Less develjJped countries 

Southeast Asia 

/ Hong Kong ........ 

• Indonesia. . 

Malaysia :.: 

Philippines 

Singapore 

. Thailand 

South Asia , 

Bangladesh 

Pakistan 

Sri Lanka 

Middle. East 

Iraq... 

Kuwait 

Saudi Arabia 

. Syria 

United Arab Emirates.. 
North Africa ? 

Egypt 

Libya....... 

Sub-Sahara Africa 

Nigeria 

Sudan 

Tanzania ... . 

Zambia.:::::::::::.::........ 

Utirt America 

Argentina 

Brazil 

Chile,, 

Mexico 

Peru 

Communist countries 

U.S.S.R 

Eastern Eu'ope. 

Czechoslovakia 

East Germany 

-. Hungary 

Poland 

Romania 

Yugoslavia 

-Other 



m 

22 
255 
25 
36 
11 
24 
62 
2 

203 



2,156 


7,131 


7,270 


8,089 


10,086 


1,676 


5,764 


6,041 


6,736 


8,522 


653 


2.610 


2,697 


2,939 


3,776 


282 


1,555 

. -86 


1,422 


1,631 


2,107. 


35 


- 100 


. 124 


140 


242 


1,457 


1,307 


1,486 


1,948 


18 


211 


291 


280 


406 


18 


55 


90 


77 


83 




155 


202 


203 


324 


358 


844 


984 


1,028 


1,262 


9 


39 


46 


35 


39 


61 


151 


169 


169 


196 


73 


194 


236 


250 


319 


55 


112 


135 


142 


174 


23 


70 


78 


82 


109 


1 


20 


41 


36 


59 


16 


41 


44 


51 


48 


16 


27 


31 


34 


44 


70 


115 


136 


159 


186 


1,018 


3,154 


3,343 


3,797 


4,747 


715 


2,111 


2,288 


2,512 


3.197 


467 


1,372 


1,593 


1,735 


2,249 


31 


194 


126 


146 


116 


71 


142 


128 


134 


211 




48 


54 


79 


112 


120 


272 


■ 254 


262 


326 




16 


68 


64 


80 


73 


146 


78 


103 


158 




2 


-8 


18 


42 


26 


51 


61 


52 


79 


46 


89 


-6 


30 


28 


77 


399 


432 


592 


565 


22 


65 


54 


82 


60 


19 


4/ 


71 


124 


92 




4 


16 


31 


90 


8 


39 


31 


43 


47 


6 


54 


47 


79 


74 


43 


92 


132 


145 


167 


13 


32 


39 


45 


52 


9 


10 


59 


47 


51 


102 


365 


363 


377 


533 


18 


63 


128 


133 


187 


11 


42 


25 


27 


47 


34 


71 


38 


17 


35 


3 


26 


13 


8 


8 


7 
1 


42 

1 . 
1 


50 


67 
1 


126 
2 
4 








9 


11 



- -I 

1,368 
150 
623 

58 
103 

48 

43 
215 

16 
595 



-1 
1,229 

178 

541 
56 
96 
27 
40 

202 
15 

510 



... 1 
1,354 
178 
706 

89 
110 

36 

54 
273 

36 
470 



27 
. 10 
1,563 
257 
982 
136 
138 

66 

91 
415 

70 
324 



13,718 
12,018 
5,643 
2,993 
166 
2,793 
737 
143 
594 
1,912 
67 
284 
464 
344 
136 
115 
68 
48 
255 
6,375 
4,271 
3,021 
125 
212 
121 
392 
230 
263 
65 
117 
64 
762 
83 
125 
128 
47 
106 
174 
30 
70 
619 
260 
44 
34 
-2 
286 
11 
86 
24 
40 
. .14 
1,700 
241 
1,076 
117 
190 
53 
105 
524 
48 
384 



19,588 
17,642 
8,263 
4,422 
244 
4,139 
1,188 
132 
1,056 
2,652 
165 
406 
703 
380 
237 
102 
93 
67 
316 
9.380 
6,285 
4,401 
189 
241 
210 
599 
396 
321 
.76 
160 
49 
1,088 
121 
198 
215 
40 
127 
277 
65 
102 
882 
378 
65 
50 

527 

239 
_29 
63 
. 20 
1.946 
230 
1,306 
170 
276 
59 
129 
585 
49 
410 



•Data ore reconstructed from various issues of Central Intelligence Agency. National- Foreign Assessment 
&^™^^^nti$im;.S^ are rounded to the nearest SJ.WfoQ. Components may not add I to 
t££l because of rounding. Only _ major _trade partners are shown withm any trade region. Area totals are 
based on reporting by 159 trade partners. 



U 
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TABLE A- 3 -CHINA IMPORTS, f 0l ( BY AREA iMD COUNTRY 

|in millions ol O S Collars] 





1970 


1975 


1976 


1977 


1978 


1979 


1980 


QU-,M 


2 044 


6 826 


5 566 


6 590 


10 321 


14 283 


19 348 


Non-Communist countries 


l;655 


5:822 


4;488 


5;523 


8,784 


12,442 


17,414 


Developed countries ^ 


.::::;:::: 1,372 


4,984 


3,768 


4,166 


7,268 


10,168 


13,508 


East Asia and Pacific 


702 


2,600 


1,955 


2,454 


3,622 


4,539 


6,066 


Australia 




.. jcO 


. c09 


. 901 


484 


776 
lis) 


796 


Japan.. 


ecfi 

30 J 




1 ,DDU 


1,3 JJ 


3 074 


3 674 


5 109 






0/9 


J J J 


El Q 

Jlo 






9,93/ 


Gnaoa:::. ...::;::::::::;::::::::::::: : 


135 


3/0 


ZOO 


340 


A AO 

9.9Z 


jU/ 


. Z4Z 


United States 




. 304 


135 


171 


ODD 


1 TJA 
l,/.£4 


3,/OD 


Western Europe 


534 


1,/IU 


1,4/9 


1 1 QE 

1,193 


Z.330 


1,39q 


z,y4o 


Belgium 


23 


47 


40 


48 


205 


129 


104 


France 


81 


373 


355 


95 


199 


339 


303 


West Germany 


167 


523 


622 


501 


995 


1,492 


1,145 


Italy 


57 


145 


127 


89 


188 


278 


254 


Netherlands 


22 


134 


39 


52 


135 


159 


147 


Spam::::.:::::..:::::::...:::...:...:.:...::::::...::: 


;::.::::.::..::.:.... I 


23 


17 


21 


66 


128 


64 


Sweden...:........ 


22 


41 


31 


45 


83 


114 


83 


Switzerland. 


21 


57 


52 


57 


95 


119 


139 


United Kingdom 


107 


178 


126 


109 


176 


453 


394 


less developed, countries 


283 


838 


720 


1,357 


1,516 


2,274 


3,906 


Southeasi_Asi3_ 


55 


189 


220 


442 


387 


883 


1,956 


Kong Kong 


10 


34 


30 


44 


63 


382 


1,249 


Indonesia 
















Malaysia.. 


22 


52 


45 


120 


110 


182 


217 


Phjllipjnes... 




23 


38 


109 


47 


51 


45 


Singapore 


23 


41 


39 


59 


58 


170 


308 


Thailand 




19 


61 


102 


77 


77 


124 


South Asia ...,., 


82 


82 


82 


83 


132 


123 


368 


Bangladesh 






6 


15 


24 


19 


31 


Pakistan. 


39 


13 


17 


17 


31 


25 


221 


Sri Lanka 


42 


65 


57 


47 


61 


-55 


-50 


Middle East 


26 


156 


158 


198 


155 


191 


303 


Iraq 


6 


71 


SO 


20 


30 


44 


60 


Kuwait 




3 


10 


40 


23 


27 


89 


Saudi Arabia 












.1 


10 


Syria.... 


16 


23 


37 


55 ' 


33 


30 


26 


Ilhitprf Arah FmiralPS 


North -Africa 


33 


99 


56 


74 


109 


78 


150 


Egypt....:....- 

Libya 

Sub-Sahara Africa 

Nigeria 


18 


52 


51 
1 


34 
1 


65 
2 


31 
3 


75 
4 


82 

1 


115 
8 


" 96 
1 


172 

12 


173 
7 


235 
11 


331 
15 


Sudan::....: 


18 


37 


24 


o6 


40 


92 


127 


Tanzania 


8 


15 


14 


21 


13 






.... Zambia, 


48 


20 


27 


29 


25 


44 


64 


Latin America 


4 


196 


108 


388 


559 


765 


799 


Argentina 


2 


21 


3 


87 


62 


193 


189 


Brazil 


1 


83 


9 


163 


129 


118 


106 


Chile., 




12 


32 


19 


30 


97 


112 


Mexico * 




25 


10 


33 


124 


114 


93 


Peru...... 




46 


42 


36 


-36 


-52 


n 


Communist countries 


389 


1,905 


1,078 


1.067 


1,537 


1,841 


1,934 


USSR 


25 


129 


238 


162 


242 


- 268 


- 294 


Eastern Europe....... 


225 


594 


608 


649 


968 


1,210 


1,244 


Czechoslovakia 


31 


70 


70 


73 


126 


117 


162 


East Germany 


42 


117 


104 


115 


182 


190 


264 


Hungary 


8 


41 


40 


32 


58 


68 


55 


Poland 


26 


60 


63 


61 


98 


148 


109 


Romania 


72 


220 


249 


239 


374 


580 


515 


Yugoslavia.. 


4 


" 12 


11 


48 


35 


41 


104 


Other 


139 


282 


231 


256 


327 


363 


397 



•Data are reconstructed from various issues of Central Intelligence Agencv National- fjareign Assessment 
Center^ "China: International Trade". Data are rounded to the nearest $1,000,000. Components may not add to 
total because of rounding. 4Dnly- major trade partners are shown within any trade figure. Area totals are 
based on reporting by 159 trade partners. 
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TABLE A-4.-CHINA: COMMODITY COMPOSITION OF EXPORTS, F.O.B., BY SECTOR OF ORIGIN 1 

[In millwns of ITS Itoibrs]"' " " 



1970 1375 1525 Wl 1978 1979 



Total 2,155 7 , 1 30 7.2 70 8.09& tiP - 1 



Of wWcti: 

tiveahirnals::::: 
Meat and fish:: 
Grain 



lea and spices.. 
Oilseeds.,,.,,., 



_ .Crude animal materials.. 



Of which;. ... __ 

Crude minerals 

Coal 

Crude oil 

Manufacturing 

Of which: 

Petroleum products 

Chemicals 

Textile yarn and fabrics 

Nonmetallic mineral products.. 

Iron and steel 

Nonferrous metals 

Machinery 

Transport equipment 

Clothing... 

Handicrafts 



1.005 


2.835 


2,680 


2,705 


3,205 


3,865 


NA 


65 


215 


230 


■'245 


255 


250 


315 


155 


415 


430 


375 


525 


635 


NA 


115 


720 


450 


395 


350 


335 


NA 


175 


360 


385 


500 


580 


720 


NA 


NA 


100 


140 


180 


230 


315 


NA 


65 


140 


85 


85 


95 


200 


NA 


105 


250 


285 


290 


400 


510 


NA 


120 


230 


260 


335 


-375 


_ 445 


NA 


115 


1.095 


830 


1,015 


1,325 


2,055 


NA 


HA 


12Q 


65 


85 


140 


185 


NA 


NA 


130 


95 


80 


100 


175 


NA 


-0 


-760 


- 665 


-795 


1,015 


1,575 


2,730 


1,035 


3,200 


3,765 


4,370 


5,555 


7,795 


NA 


0 


150 


175 


225 


235 


605 


1,030 


110 


300 


330 


410 


475 


800 


NA 


350 


1,065 


1,235 


1,235 


1.61J 


2,225 


NA 


NA 


140 


150 


190 


255 


305 


NA 


40 


85 


105 


95 


165 


210 


NA 


25 


120 


90 


75 


125 


140 


NA 


60 


210 


215 


245 


275 


380 


620 


30 


130 


70 


45 


50 


70 


100 


160 


345 


420 


600 


730 


1,115 


NA 


NA 


190 


320 


365 


425 


575 


NA 



i Data are reconslrxted from various issues of Central InteJIrgence Agency, National Foreign- Assessmenl Center , "Ouna: lnternat»opaJ Tr»* 
mrnMJS^^ annual handbooks). Data are rounded lo tne nearest S5.000.000. For 1980 data are estimated from very preliminary trade 
partner statistics, and from occasional Chinese press releases 



TABLE A-5.-CHINA: COMMODITY COMPOSITION OF IMPORTS, F.O.B., BY END USE 1 

[In millions of U.S. dollars] 



\m 1 975 1976 1977 1978 1979 1980 



Tota , 2,045 6.825 5,565 -6,590 10,320 14,285 19,350 

Poods , ut f s .. 360 830 525 1,125 1,365 1 885 2 800 

255 525 300 655 965 1,430 2,235 

tZr 75 165 185 300 265 20O NA 

£ s 5 15 5 115 35 115 NA 

taJStoSiZ.. . - 15 30 30 40 110 310 500 

Wwh !5 h a i ches 5 15 15 45 75 125 NA 

waiCMS,.._. g 5 250 

mdus,™? sSppi^ ::::: ::: . fc» m» « on ws *™ um 

01 **nL,I i textile libers 85 240 175 420 695 995 2,000 

S i il tors 15 90 105 160 175 155 500 

£ K &:::....::: « so : us us 210 310 na 




91-930 0 - °? - U 
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TABtE A-5 — CHiNA: COMMODITY COMPOSITION OF IMPORTS, F.O.B.; BY END USE '—Continued 





(In millions of U'S.'totlarsI 














1970 


1975 


1976 


1977 


1978 


1979 


1980 


Paper arid paperboard 


::.:::.:::::::::::::::::::::::: 15 


75 


40 


60 


95 


160 


NA 


Rubber 


;;;;:;::::::::::::::::::::::::; tt 


145 


145 


205 


190 


310 


430 


Petjoleum arid products :;:.::;;:::::;.:,; 


;:;:;;;;;;:;;:;:;:.;.::;;:;;:; NA 


95 


40 


40 


55 


40 


NA 


fertilizer, manufactured :;::::;:::;:::::::: 


;;;;:;;;;;;::;;:;;;;.;.;;;;.;; 130 


375 


215 


320 


430 


615 


1.030 


Plastic, materials: 


;;;;::;;;:;:;;;:;;;;:.:;.;..;.. Ih 


65 


85 


90 


130 


150 


NA 


Metalliferous ores:::;;:.:::::.:;:::::::.:::::: 


;;;:.;;....::.:...;....; ; NA 


. 115 


. 115 


110 


160 


140 


NA 


Iron and &d :;::::::::::::.:::.:::::::.::::::. 


370 


1.430 


1.340 


1;445 


2,870 


3,310 


2,750 


Nonferrous metals ..:..:::;:::::::..::::.::. 


190 


415 


240 


250 


410 


490 


NA 


Metal.products... :.:.:....:. ...::...:. 


NA 


115 


85 


55 


115 


175 


NA 


Capital goods.:. 


340 


2,040 


1,705 


1,225 


2,000 


3,695 


4,850 


Of which: __ 
















Machinery 


180 


1:165 


1.205 


50Q 


955 


2,300 


NA 


Transport equipment. 


145 


820 


435 


640 


945 


1,245 


NA 


Precision instruments 


15 


55' 


55 


75 


85 


150 


NA 



-'Data are reconstructed from various issues of Central Intelligence Agency, .National Foreign Assessment Center, "China: International Trade" 
(Quarterly Reviews and annual handbooks).. Data are riXirujed to the nearest J5.00O.000. For 1980 data are estimated from ve7 preliminary trade 
partner statistics and from occasional Chinese press releases. 1 



TABLE A-6, 



-CHINA: PRICE AND VOLUME INDEXES FOR IP TPP NATIONAL TRADE 1 

{Calculated in terms of U S. dollars] * 



137U- - 1975- — 1975 1977- 



-ISZB. 



1979 



19gQ 



Prices 

Exports 

Of which 

Agricultural ... 
. Extractive 

Manufacturing 

Imports 

Of whSch- 

Foodstuffs 

Consumer durables . 

Industrial supplies ... 

Capital goods 

Volume 

Exports, 

Of which: 

Agricultural:.:::..::.:::; 

Extractive 

__. Manufacturing 

Imports. 

Of whtcJiL 

Fwdslyte-....™:.-..... 

Consumer durables... 

Industrial supplies.... 

Capital goods 



100 


204.3 


185.0 


212.1 


212.9 


239.6 


100 


185.8 


175.4 


199.5 


206.3 


213.9 


100 


446.1 


429.9 


486.9 


502.0 


618.8 


100 


185.3 


170.4 


"209.6 


205.0 


233.9 


100 


190.7 


163.1 


146.3 


151.3 


173.8 


100 


301.4 


269.6 


123.7 


146.5 


154.1 


100 


204.4 


155.0 


159.6 


177.2 


190.6 


100 


174.0 


145.1 


129.6 


129.0 


158.4 


100 


201.8 


190.0 


197.9 


214.1 


225.7 


100 


161:9 


182: 1 4 


177:0 


219.8 


265.7 


100 


1518 


152:0 


134:9 


154:6 


179:8 


100 


213:4 


167,9 


181:3 


229.5 


288.8 


1Q0 


166.9 


213.5 


201.4 


261.8 


322.0 


100 


175.0 


166.8 


220.3 


333.5 


401.9 


100 


76.5 


54. f 


252.6 


258.8 


:rd 


100 


97.3 


129.0 


167.1 


413.8 


1,084.3 


100 


169.6 


171.3 


,243.7 


399.0 


398.5 


100 


297.3 


263.9 


182.1 


274.7 


481.5 



203.2 



328:5 



465.7 



1 Data for 19/0-76 are reconstructed from CIA. National foreign Assessment Center (NFAC). "China; Real Trends in Trade with Non-Communist 
Countries Since 19/0." October 1977. and from CIA. NFAC. "China: International Trade. 1976-1977. November 1977. The price indexes are of the 
Paa^he-vatje^ -usln^-W/O as a fixed base year. Although the price -indexes were developed speafcalh/ for application to China 1-Ndri-Cdmmumst 
trade.the indexes have been used in this table lo derrve volume indexes for Chna's total trade: The volume indexes use the Laseyres formula. Data 
1611971-: 1979 are derived from CJA...NFAC. "China: ihierjialional Trade. Second Quarter 1980": The price indexes use the Paasche formula with a 
moving base ^ear, and have been cham : tinked with data for the earlier years. Data for 1980 are derived from statements in the Chinese press, and 
may no' be consistent with the, methods used in the CIA publications: 



J 
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Appknpjx B.— China's International Finances 

Estimating China's Balance of Payments continues to be a task fraught with prob- ~ 
lems Although Beijing has shown increasing candor in providing overall economic 
statistics, it_has been unwilling or unable to provide many^ of those rela^d .tp ^.al- 
a nee of payments. China's statistical apparatus, disbanded during the Cultural. Bfflfc 
olution, remains In disarray. 1 Until recently, Beijing itself probably, did not possess 
a meaningful balance of payments table in the Western sense. Our approach to this 
problem has been to use Chinese pronouncements concerning various balance ot 
payments items wherever , possible and id make our own item-by-item estimates 
where Chinese data were not available. . , , J j • " u~~ 

Estimating China's current account— total trade in both goods, and services— has 
become somewhat less difficult in recent years. Computerized trade statistics for 
most of China's trading partners has alleviated much of the work in estimating two- 
way merchandise trade. 2 Where sporadic Chinese pronouncements- make_CQmpan- 
son possible the estimates from foreign partner statistics have generally agreed with 
Beijing's Figures for the service account stem largely from our own estimates* al- 
though Beijing has periodically provided information on tourist earnings and at 
least once on the overall level of earnings from services. 3 -. -- - 

Prior to 1980, estimates for the capital account were made by simply following 
whole-Plant contracts and grain agreements that were signed on credit terms- As 
China's activity as both borrower and lender in the international financial markets 
has picked up, these flows have become increasingly difficult to track. As a result, 
much Of the large errors and omissions figure for 1980 may be attributable to our 
inability to estimate accurately Chinas capital account:.: ... 

Other possible sources of error w the 1980 estimate stem from large Chinese pur- 
chases of both new and used ships which may have necessi^ted foreign exchange 
outlays of perhaps as much as $1 billion last year alone. Much pf this trade may not 
have appeared in partner country statistics because of problems associated with 
flags of convenience, China has alsu become more active than ever in the Hong 
Kong market where both foreign exchange outlays and receipts are difficult to esti- 
mate Technology purchases, where Beijing pays for managerial expertise, patent 
rights, or know-how. are also difficult to track since services are not observable in 

tr We Continue to use Western banks* liabilities to China as reported by the Bank 
for International Settlements (BIS), as a proxy for China's foreign e £han&e re- 
serves, the BIS figures differ slightly froiiv those recentl y released by the ^ank of 
China. 4 The Chinese reported reserves of $2.154 .bilhon_}n : 1979 anc|_ bilhorwn 
1980- BIS figures for comparable periods show $2,661 billion and $2,527 billion Be- 
cause Beijing provided no explanation of their .figures and since they have estab- 
lished no reliable reporting record to aid in future analysis, we continue to rely_ on 
BIS statistics. The less than total coverage of BIS data, however, and the fact that 
the figures rely on voluntary reporting by the banks involved, introduces other 
sources of balance of payments errors. 

A: A Good Showing— 1978-70 

In 1978 Beijing's overall balance of payments position remained healthy despite a 
sharp upturn in imports. A strong performance in the service sector more than 
offset the $200 million trade deficit. Even with net capital outflows or more than a 
billion dollars, China's foreign exchange reserves.bv jyearend probably amounted to 
about $2.4 billion, up slightly from the year-earlier level. ...... 

Despite the bright showing for the year,_Beijing was experiencing cash ^° w r P r ™>- 
iem! by February 1979. Imports ex/eeded. exports by $400 mi M ion ^^^urth 
quarter of 1978 and by almost twice that amount in the first quarter of 1979. Beijing 
was also making sizeable outlays in repayment for whde P^^^.f?^£ 
the mid-1970s. The cash flow problem probably contributed to . China s- February 
1979 decision to refuse final approval to $2.6 billon ^contracts ; it >d ^Uakd 
with Japanese firms. The contracts, approved only 2 months earner by Chinas 

, i ' For an insightful look into the problems China currently faces wit^ 
see Sun YefanK's article "Consolidate Statistical Work, Reform the Stat.stics System , FBIS, 

see-Central Intel- >nce Age^tional 
Foreign Assessment Center, China: International Trade Quarterly Rev,ew, First Quarter, 1979, 
ERCIT 79-001, September 1979. 

a China's Foreign Trade, No: 3, May-June 1980, p. 3. 

* See FBIS Daily, Chiaa, 7 July 1981 p. K2. 
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Technical Import Kx|k>rt Corporation; «ere suspended in part to avoid additional 
foreign- exchange drawdown of MeaHy $UO0 million required to meet dowhpayment 
schedules, -The reinstatement- Of all but one of- the contracts only 3 months iater, 
almost all on a cash basis, is strong evidence that Beijing did not view itself as 
having any long-term balance of payments i problems, 

By yea rend 1979 Beijing had corrected its cash fldw-difnculties. The $1.1 billion 
tracie deficit registered in the first half was reduced to $600 million by yearend. Net 
earnings from invisibles left Beijing with a current account surplus of about $200 
million Although net borrowings, mostly commercial, were up sharply to $800 mil- 
lion, Chinas total debt outstanding probably remained below $2 5 billion borrow- 
ings were especially small when cpnslp*?^^ Jn U&ht of the $30 billion in credit lines 
avai lable to Ch ina at th at t i me. Foreign exch ange reserves by December p robably 
amounted to about $2.7 billion (equivalent to about 10 weeks of 1979 imports), up 
$200 million from 1978. 

B. The Problems of 1980 

With exports growing at a phenomenal 40 percent clip, China probably registered 
a slight trade surplus in 1980,. the first since 1977; In View of increased earnings 
from tourism, shipping, arid private overseas remittances, the current account sur- 
plus for-the year may have surpassed a t billion dollars. Although the net value of 
capital flows is difficult to-estimate for 4980, foreign exchange reserves Tell by $150 
million from the record 1979 level to $2.5 billion. As of September 1980, Chinese offi- 
ciate were predicting that total debt outstanding by yearend would be at the $3 4 
billion mark with repayments for principle and interest during the year of only $2.5 
bijiiqn. 

Despite its apparent strong showing in the 1980 current account, Beijing was com- 
plaining of. balance of payments problems by ; November of that_ye_ar The yearend 
fi n anC ia 1 _c ru nc h , as was the case J n_ ear ly_ 1979, pr obabjy reflected cash. 0 OW _d_i f ficu 1- 
ties rather than underlying balance _of_ payments problems. The annual. 19_80 tr_ad_e 
surplus, for example* belies the fact that during the fourth quarter imports exceed- 
ed exports by more than $300 million. In addition theSank of China^(EOC) China's 
foreign exchange bank, may not have had access to the entire pool of export earn- 
ings. Reports circulating th^t Beijing was about to rescind its decentralization meas- 
ures, may -have sparked prOvinCial-and-mUnicipal level entities into stepping up the 
transfer of their foreign exchange holdings abroad. The outflows may iiave drained 
up i $500 million in expected foreign exchange earnings out of reach of the Bank Of 
China in the fourth quarter alone. • 7 

Despite a solid performance for the year, the Bank of China probably found itself 
somewhat short of foreign exchange in _the Fourth quarter. Faced with a minor -fi- 
nancial crunch the bank may have overreacted There are indications that BOC 
made large overdrafts in iate 1980 and early 1981 and may have suffered penalities 
f or ea rly d rawdowns of csrtai n of its deposits abroad 5 BOC s i n expene nee in the 
world of international finance into which it has been drawn over the past few years 
may be J a rgeiy respp n si ble_ for its e rr atic conduct. Bu reaucrat jc problems associated 
w_i_th_centraliy plan ned economies may also, have prevented effective response to un- 
expected, problems. In addition, Beijing, had little reason.. to hide iteiiquidity prob- 
1 ems at a tiro e _ who n_ i t was _ac t i v e_ly _ in v o 1 ved in Ji n i_ng- up _ Ion g- te rm, low in te rest 
loans from international financial;institutions^_Since last I^cemben Beijing has_bor- 
rowed more than $1 billion from the IMF. mostly for balance of payments. support,- 
and has reportedly received a conditional commitment from the World Bank for an 
additional $200. 



& Most of the speculation linking China's February 81 unilateral cancellation of $2 billion in 
Japanese and Western whole-plant equipment with balance of paymei,:.> problems ap^pea re to be 
unjustified. Even after announcing the ^cancellations Begizig cbnUhued- to my JCa^Jor. delivery 
of the cancelled equipment. By mid-1981 most of the material has either already been delivered 
or China has agreed to accept delivery under the original terms. The exceptions are contracts 
for construction of the second phase of the Baoehan steel mill which remains suspended. 
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TABLE B-i- — CHINA: BALANCE OF PAYMENTS 1 

[in billions of U:S: dottwsl 



1978 1979 1980 



Current accouni °* 0 jj M 

Mefchandise_trade v - to's 

Exports m\ • : : 

• liripoft.s.(iob;U ~ m ~ R4 194 

Services and. transfers '. 



Tourism:: 

Freight :::.. :..« 

Unrequited transfers 



1.1 .8 1:0 

.3 .4 .6 

.2 .2 .4 

3 .5 .4 



Technology £ ( 5 ) ~] -< 3 

Interest P ■}■ -v I > 



Earnings from Hong Kong:::::::::.:::.:::.:::::.::::::.::.:.... 

Other invisibles 

Capita! account = 

Medium and long 'term '... -.: 

Whole plant 

Government credits - 

International organizations 

Foreign investment.... 

___ Grajn .. 

Short t«m „.. i ....., i ............ ; . 

1 Down payments for whole plants 

Commercial - 

Settlement accounts 

Changes in reserves 2 . ::::.......:. 

Errors and omissions...:::::::..::::...:.:. 

> Tables may not add due to rounding. 

» Negative sign indicates an increase in foreign exchange reserves. 

» Negligible. 



1 .2 .2 

1 -.1 -.3 



-1.1 .3 



-.9 -.6 .4 

-.1 -.2 .2 

-.8 -.5 -.2 

0 0 3 

0 ( 3 ) .1 

( 3 )- :l 1 

-:3 :9 .4 

-.4 —2 .3 

.4 1.2 :1 

-.4 -.2 -:l 

-.1 -.2 :l 

.3 -.2 -2.1 
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I. Introduction 

China's current economic readjustment centers on the retrench- 
ment of capital construction. Total investment in capital construc- 
tion, for example, is to be decreased from £3.9billion yuan in 1980 
to 30 billion yuan in 1981, a reduction of 44.3 percent. This is in 
sharp contrast to the ambitious 10-year- economic program (1976- 
85) unveiled in March 1978, which called for a total investment in 
capital construction during the 8-year period (1978-85) equal to 
that of the previous 2£ years, or some 600 billion yuan. 

One major feature of the capital construction program an- 
nounced in 1978 was the large role given to foreign plants and 
technology for the construction of 120 major projects. Long-term 
trade agreements were reached with Japan, France and Great Brit- 
ain for the import of modern plants, equipment and technical 
know-how, and, to finance these imports, large lines of credit were 
arranged with foreign banks: During 1978 a series of contracts 



•International Trade Administration. U.S. Department of Commerce. This paper was complet- 
ed last summer on the basis of information as of July 1, 1981. Additional source materials that 
have become available since that time are generally consistent with the trends in and policies 
toward .China's capital construction and foreign trade, as they were described or predicted in 
this paper. 
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valued at $7.8 billion for the supply of equipment and technology 
for 22 major projects were signed with. .foreign companies. These ac- 
tivities created great interest the "Western business community 
in what was perceived as a vast new market. This period is now 
characterized in Chinese press articles as ./'yangyuejin," or a leap 
outward toward foreign countries for the supply of capital and 
technology, in contrast to the earlier <, dayuejin," or Great Leap 
Forward that relied largely oh indigenous, labor-intensive methods. 

The period of "yangyuejin," however, was relatively short. After 
a sober assessment of the country's economic situation, Chinese 
planners came to the realization that there were serious problems 
in the capital construction sector caused by poor planning, ineffi- 
cient management, and excessive investment, and that these prob- 
lems were exacerbated by a further upsurge of investment activity 
duringJ97K. As a result, steps were taken in early 1979 to scale 
down the capital construction program, and many of the 120 major 
projects were cancelled or postponed: Negotiations with foreign 
firms slowed down considerably. . 

At that time, however, the scope of China's economic difficulties 
had yet to be fuUy appreciated, and the central, government s 
instructions to cut back investment spending were not strictly ad- 
hered to at all levels: the result was a continued rise in total capi- 
tal construction expenditures in both 1979 and 1980. In the mean- 
time, new economic problems surfaced. A decision was made in late 
1980 to "further readjust" the economy primarily by_ reducing sub- 
stantially further the scale of capital construction. This led to the 
cancellation of a number of contracts with foreign countries, espe- 
cially Japan. - %T 

The retrenchment has caused considerable concern among West- 
ern businessmen who are, or are interested in, dealing with China, 
This concern focuses on the problems which have plagued China s 
capital .construction sector, the measures adopted by the Chinese 
government to resolve them, their impact on China's foreign_trade 
and investment, and future prospects for foreign business in China, 

the main purpose of the paper is to analyze these issues with 
special reference to China's own perceptions of its problems and 
policies relating to capital construction and foreign trade. To put 
these problems and nolicies in proper perspective, past policies also 
are examined brie. ;y. While analysis is based primarily on pub- 
lished Chinese sources, personal discussion, with Chinese officials 
and economists especially at the week-long World Economy Sympo- 
sium in Hangzhou and during visits to several Chinese cities in 
March and April 19B1 provided additional .insights into Chinas 
current economic problems and policy directions: 

II. Capital Construction 

The current retrenchment is based on the consideration that the 
capital construction sector had expanded too rapidly, causing its 
scale to exceed by far China's resources and capabilities. Before dis- 
cussing the retrenchment program, attempts are made to exarnine 
past investment trends and the causes and consequences of the 
rapid expansion of capital conduction. 



inrcstmmt jYcjuis 

In the first three decides of' the j?oopje's Republics China gener- 
[))}>: followed a policy geared toward rapid capital, formation. This 
may be seen froni Chinese estimates of the "rate of accumulation'', 
i.e.. the ratio of accumulation to national incomeA The rate aver- 
aged ir>:S percent during the rehabilitation period (1950-52), and 
rose to 2-1.2 percent during the First Five-Year Plan (FYP) ( 1953- 
57); a period in which great efforts were made to mobilize all avail- 
able resources for the industrialization drive. The. rate increased 
further to tfO.H percent during the Second FYP ( l!)5S-(i2), the first 
three years of which saw the Great Leap Forward movement — the 
rl lt A* w«s $ PVT^VP 1 . in 195S, 43.K percent in 11)51), and 3.9.(5. per- 
cent in ii)(i(); The post-fceap. economic crisis brought the rate down 
to 1!).2 percent in WHW and 10. -1 percent in 10(12. 

The rate of accumulation recovered to 22.7 percent during the re- 
adjustment period ( 10():$-(»5), and grew to 2(5.3 percent during the 
Third FYP MW>(>-70) in spite of the economic disruptions caused by 
the Cultural Revolution. The rate went up to 33 percent daring the 
Fourth FYP (1071-75), and continued to rise afterwards reaching 
lYVif) percent in 1078. the highest since the Great Leap Forward. 12 

During the period 1053 to 107S as a whole, the average rate of 
accumulation was 30 percent; 1 For the recent period 1070-78, the 
average was higher— 33 percent. 1 This pace of capital formation ap- 
peared to be far more rapid than that in the West- Even compared 
to other communist countries which as a rule tend to have high 
rates of accumulation, an average of 30 percent over a considerable 
period of time should be considered unusually high.* 



1 Aecnrdmg t«i ( hmes< usagi national income m-iv be defined in terms of production md 
fin d exjrt nditun' rrarn the standpoint of production, the national income Iguomm shouru or 
gui ! n . > ho.uru slua 'gch; i ri. Ld eiio t es _ I h e. Jief . yj U ulv of . i) u t p u.t of nil it c r uil - f i i r ( id li c i ri g d e pa r t n i e ri ts 
int. lu ll n g industry a g r 1 l u 1 1 u re , i onstructinn lomi ui 1 n i c i it 1 o n s md transport, ind comm e r ce 
during -i given year -From the standpoint (if final disposal- the n ati anal income should be adjust 
ed Jh ucord uuc with f he difference between the v silue of goods purchased from ibro id imf the 
value of dpnu'st jcnlly produced goods expected during. the sume yeaj-. This, iii known, usriatiohal 
mconu « xp nd» a ^uomin shouru shiyong) which is then di\ided Into iccumulation and ' Con 
sumption Accumulation is that part of nation al interne used to increase fixed capital assets 

working capital; jind. iunt.erial_r_es.er.Viis. ... 

Data on the rates of accumulation arc given in Yang Jianbai Son.«' Views or the Problem 
of the Ac-eunwihvtion Hate". Renin in Rw>ae>, February lSi^i. p. 5; Yang Jianbai and la Xuezong. 
:'The Relations Between Apiculture. I. ight -Industry' and Heavy Industry in China, "Social Sci- 
ences in ( htna \p. .2 June 1 ( >S0 pp. 1H2-212 and L ao Jili and Gao Yi«he.riff. Readjust Qui* 
Country's I ieaw Industrial Production Structure into Light Industrial Production Structure." 

Ilorigqi. N'o UY. August. Iii, l-HSU, pp. 22-27. .— - - - - 

^ 'Zhao Kenhai. "Kxplore A Rational Rate of Accumulation"; Nhrifiing Rihao. July 12. 1.JH0. p; 

« Reiimin Rib:»o, -June \K \Wl p. 1. 
_ s The rate of ^LUm illation. an ihe Soviet Union was in the neighborhood of 21 percent during 
the St 1 1 in e r i After 1 ' ) >( ) the So \ let r. i » te te nded to rise gradually 2 ..!) perecnt in 1 9a0, 2x7 
percent in PHi 2h X percent in 1 3 M,0 2h i percent in 1 : H»» and 2!) a percent in 1 ( )70. The rate 
rose to nearly iiJ fx rcent in thy early l!)7(»h r but fell to around 2f> percent in recent yc»a~s The 
ucc inmi 1 at j on rates in.. East. . Kuropen d . cuu n tries gerie rijU.y also_ re mairi eet. below . ua_ perceri t ErisI 
( i« ' r in an y h a d re I a t i y e ly I o w ra ti*s - - - r i s i 1 1 g fro ml X . 1 pe r c>> n t in to about 22 percent in the* 

vears after I'Hri: Pohmds accumulation rates were relative ly hi^h for example, 24 2 percent in 
JLHj()^27.J* percent iri. l!)7n..arid.^7:2 pt'rcerit iri The Hungarian rate was 21.2 percent in the* 

S**con(j FYP (1!H)1-oTi.>. 2:iA pen'ent in the Third P'YP ( liHW!-7()).„.and 27.7 percent in thc.Fourth 
FYP flia71-7.i), and exceeded -'Mi percent in l!>7HrThe rate in <.*zechoslovakia was 1 7.7 percent in 
11HJ0 27 percent in 1H7D. and 2SI.3 percent in 11)75, (See Pei Yuanxiu. Liu BingySng and Li Bing- 
zhong. ' An Inquiry into the Optimum Accumulation Rate". Guangming Rihao. Jurie 2H. 1980:) 
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High rates of accumulation usually reflected large investment in 
capital construction." This . type of investment constituted 38 per : 
cent of accumulation in 1952 and about 50 percent in 1953, and 
reached some 70 percent throughout the second half of the 1950s. 
Total investment in capital construction was 4.36 billion yuan in 
1952, 8 billion yuan in 1953, and reached 13.8 billion yuan in 1957, 
The Great Leap Forward pushed total investment in 1958 upward 
by 93 percent to a level of 26.7 billion yuan.* By 1960 capital con- 
struction investment had reached 38.7 billion yuan, 2.8 times the 
1957 level. 8 

The post-Leap economic retrenchment caused capital construc- 
tion investment to decline not only in absolute size but perhaps in 
its share of accumulation as well. 9 The share may have remained 
no more than 50 percent since then. 10 Nonetheless, the size of capi- 
tal construction investment continued to expand after the late 
1960s as both national income and the rate of accumulation in- 
creased. Total investment in capital construction was 32.145 billion 
yuan in 1971 and 36.5 billion yuan in 1977, It rose 31.2 percent in 
1978 reaching a record of 47.9 billion yuan: 1 1 

Causes for Overexpansion 

Rapid expansion of China's capital construction is attributable to 
a number of reasons. One is the Chinese system of planning and 
management. Under China's command economic structure, produc- 
tion targets were usually set at high levels and the performance of 
an enterprise was judged primarily on the basis of the extent to 
which the output targets were met. Attempting to fulfill and over- 
fulfill such targets, Chinese enterprises tended to overextend in- 
vestment in capital construction. This tendency was reinforced by 
the Chinese system of granting investment funds from the state 
budget to individual enterprises. Inasmuch as such funds were not 
to be repaid and were interest-free, many enterprises tended to vie 
with one another for more appropriations to build more projects, 
thus leading to an overexpansion of capital construction. 



_ rt Lri China, capital construction" tjiben jiinshe) refers to the investment which will result in 
additions to the productive and nonproductive fixed assets Included in capital construction^in- 
vestment are riot only expenditures on i cbhstruction^hiitistallatioa and on purchases of ma- 
chinery and equi pment bu t also all such ex pen d i tu res an cilia ry to the process of fixed cam ta 1 
formation as geological surveys and exploration, engineering design, scientific testing and re- 
search, workers' training, and compensation for moving expenses paid to the Original. residents 
on construction sites: For. a further discussion __ of China's capital construction in vestment ^and 
related statistical data, see Nai-Ruenn Chen, Chinese Economic Statistics, Chicago: Adhne Pub- 
lishing Company. . „ \ :r r 

7 Nai-Ruenn Chen, p. 15H. Figures on ''total jnv«itmeri.Lin capital construction used tnrougn- 
but this paper ur h ss otherwise specified^ refer to investment of state enterprises. - - 

N Xue Muqiup, "China's Gnomic Development and Its Prospects'Ya paper presented at the 
Seminar on New Development Trends in China s Economy, Hong Kbng T .Qclober H J9H0 

8 Capital construction iiiv_estment was_ reducedhv one-third in ..196 1 from the previous years 
'eveL and was curtailed further by one-half in 19b2. See He Zhenyi and Chen Lingshu An Ini- 
tial Study of the Role of Finance in Correctly Handling the Proportional Relations Between Ac- 
cumulation and Consumption Jingji Yangjiu no 11 November 20 1980, pp. 49-5.1. 

10 In J 97,1 for example the amount of accumulation was 112 billion yuan and capital con 
struction investment. 50 billion yuan. It should be noted that hese two figures are not strictly 
comparable because the former was estimated in 1970 prices and the latter in "current budget- 

g j-y . prices - - 

_ n The 1971 figure is taken from Yang Jianbai and Li Xiiezeng, p. 192. The figures for 1977 
and 1978 are based on the annual communiques on the Chinese economy issued by the State 
Statistical Bureau. 
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.Another reason i (or such overexpahsioh^ had to do with the fact 
that many localities in (ofiina attempted to pursue self-reliance and 
self-sufficiency. A long : held economic goal of the Chinese Commu- 
rist Party has been the creation of an "independent and relatively 
comprehensive economic and industrial system" capable of produc- 
ing a wide range of products. This goal may be desirable for the 
country as a whole; But when individual provinces and localities 
also attempted to become economically "independent and relatively 
comprehensive", the results were a proliferation of construction 
projects arid inefficient Utilization of _existing resources. Examples 
abound. Steel plants were built in many a locality where no signifi- 
cant reserves of iron ore existed; coal mines were constructed in 
areas with no appreciable coal deposits; sugar refineries could be 
found in places not known to produce sugar crops. 1 a The prolifera- 
tion of construction projects was reflected in rapid increases in the 
number of industrial enterprises. This number rose from 154,000 in 
HH)5 to 294,000 in 1970, and reached 348,000 in 1978. ,M 

The third, and most important, reason for the rapid growth of 
C h i hi is ca pi t a 1 cq nstru c t ion in v es t m e n t was t h e bias i n its d_e velpj> 
meat strategy toward capital-intensive technology: This strategy 
was design e d to maxi m ize the rate of econo mi c growth, and w as 
largely oriented toward heavy industry. Light industry and agricul- 
ture were assigned roles supportive of industrialization. 

This mode of development was reflected in the sectoral distribu- 
tion of Chinese investment. During the First FYP, the share of 
heavy industry in the country's capital construction investment 
was 4(>.5 percent, compared to 5.9 percent for light industry and- 7:8 
percent for agriculture. 14 The bulk of inves tme nt in heavy i n d us- 
try was used for li>6 Russian-designed projects, including 7 iron 
and _st eel plants, 24_ e 1 e c t r i c_ j>o we r s ta t i o ri s , a n d 63 mac h i ri ery 
plants. Many of them involved the movement to China of equip- 
ment for entire factories. 

The undesirable consequences of the lopsided development of 
heavy industry had been recognized by Chinese leaders by the ; 
latter half of the First FYP. Mao Zedong discussed the problems 
created by overemphasis on heavy industry and the need to devel- 
op light industry and agriculture in his fa mou s s pee c h J 'On the Te ri 
Major Relationships 0 in 1956: 15 Instead of pursuing a balanced 
growth approach, however, emphasis on heavy industry was in- 
creased farther after the First FYP. For the period 1952-78 as a 
w hole, heavy industry took up as mu ch as 54 .2 pe rcent of tot al in- 
vestment in capital construction. 16 The average annual investment 
iri heavy industry during 1971-78 was about four times the figure 
for the First FYP. 17 



..\r.Lia. St.'nnitj; Tah.K-ewen. and Zhou.Shulian, "On Raising the Kffectiveness of Investment", 
<Jiruo> Y'injiu. no < Junt JO, HfSO pp 

- 11 Xj ii inu Pij St. in d on Firm Ground ind Advance Continuously with Readjustment , 
Re aria in Ribao; January 1"), 1'JSi; p ~u 
14 Nat- Ruenn Chen. p. l.V.i. 

'•• Mat) Zrtfontf's SHected Work, Vol V, Beijing, 11)77.- pp. 2fi7-2,HH. 

MWnit, t ht s inn p« nod, li^ht industry accounted Tor only "> J percent of total investment: in 

C a pi tii 1 eons! ruction, and iiKricultueK 1- InwnL .... . . _ . 

' 7 See IVi Yuanxiu, Liu Bingying. ;»»d I-i Bingzhong. P 1. The average ^annual-eapiUil con- 
st ruction investment in heavy indusiry waji-5,120 million yuan during the First FYP, and rose 
to 1H;:12"i million yuan during the Second FY! 1 . In the readjustment period f I*)G^-GJ5). it still 

Continued 
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The rapid raiso_of investment in heavy industry was. in large 
measure attributable to the Chinese policy _of_* 'taking steel as i a key 
Link"', which regarded the development of the steel industry as the 
prerequisite to industrialization. Steel output targets were fre- 
quently set at untenably high levels: 18 This called For substantial 
growth of investment in the steel industry. 19 - . 

To support the expansion of the steel industry also required in- 
creases of investment in certain other branches of heavy industry. 
Timber, cement, steel, and machinery and equipment are needed 
for constructing a steel plant. To operate a plant requires supplies 
of iron ore, coal and electric power as well as adeKfuate^ran sport 
facilities. High steel targets, therefore, forced upAargets for other 
related branches of heavy industry causing the r investment re- 
quirements to rise as well. Thus, rapid expansion JpT China's capital 
construction was, to a significant degree, occasioned directly or in- 
directly by emphasis on steel production. ^^-^ 

Consequences of Overexpansion 

Capital construction requires skilled labor, machinery and a wide 
range of materials, most of which are also needed by the existing 
factories and farms to carry out their production: 20 in China, these 
resources are scarce. The rapid expansion of capital construction, 
therefore, not only cut into the supply of resources necessary to 
meet current production heeds thereby leading to excess capacity 
and lower output levels, but also resulted in protracted periods of 
construction and higher costs for new and ongoing projects. 

The shortfalls were particularly severe for certain building mate- 
rials such as rolled steel; lumber and cement; 20 percent of the 
demand for these materials by the capital construction sector was 
not met in the l!>70s. 21 The problems appeared to have become 
more serious in recent years. 22 As a result, the amount of time 
needed to complete a construction project became increasingly 
larger. The average construction period of large and medium-sized 
projects reached eleven and half years during the 1970s, compared 
to six year s during the First FYP. 2:J In 1980, the average reached 

reached iS-.70!» million yuan, exceeding .the average for the First KY!\ During the ™rd FYP 
which included the most tumultuous years.of the Cultural. Revolut.on the^ure was 10,4 |o mi j 
lion vu in The averse rose sh- rply to IS 112 million yu in during the Fourth PYP (.197.1-- , ) 
and to 2i.92K million yuan during 107i>-7K For a useful discussion, see \an« Jianbm and Li 

X ^ThiV w£'es^iallvso^ Steel output was set at 10.7 million tons in 19a>v£wJce 

the p™s*v^s & and the target hit IS rnllhon Urns m 19 *L The 19.8 > tuml*®^ 
lion tons, originally set in the 10-year pro-am H97«-Mf» unveiled in 19iS, was later considered 

Un . r U t The t s C hart the metallurgical industry in toUil capital construction investment rose from 
10 11 percent in 19f>7 to \7MH percent in 195H arid l(U3 percent in l9:>9. Economic readjustment 
u see invest u"mU in steel tolow. dawn in Ihr. early 1%0s, but high ,t f I ^^.^^.^^ 
pushed the. share upward to an average of about 13 percent in the early Hh<)s. (Yang aianba! 

fln ^in the past l^ytars^he share of capital construction in the national consumption of build 
in* materiAsAvas 20 to 2"i percent for rolled steel, to -ii percent for u-mber, and ,U to aO 
percent for ce ment Se e Peng Mao, The Scale of Capital Construction arid Comprehensive Bal- 
ance". Renmin Rtbao, January 20, l!)Kl r p, a. .._ _ 

21 Lin Senmu. Tan Kewen. and Zhou Shulian, p. 28. -- - ." 4/ . . f 

"JillUHO- for example, the shortfalls- were 1. a percent for rolled steel ,,;«)- to 4fl. percent far 
lumber and 40 percent for cement. OCu Yi. Chen Baose-n, and TapZenni. The Key Is to Read- 
ust the Scale and Structure of. Capital Construction". Renmin Ribao Nwemkr 2^, 1 »«». Pv** 
J - ^n'mQ. Tan Kewen and Zhou_Shulian. p. 2«: ; Lta : &nmu_and Zhou i Shulian ■ Ac£ Ac- 
cordinK to the Capital Construction Procedure". Renmin Ribao, March 17, 1980, p. a; and.Edito- 
rial of Renmin Ribao, June 16, 19H0, p. V 
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Hi years.- 1 Aiming the more than 1^00.0 such projects currently 
under construction,- more than ttbi) of them have- taken 10 to 15 
years, nearly 50 projects 15 to 20 years, and more than 100 projects 
over 20 years; a * 

Lon g delays in const ruction allowed fe we r t h an ha 1 f o f the proj- 
ects that were scheduled to begin operations between 1974 and 
1978 to actually start. 20 This delay hot only slowed down produc- 
tion, but also added to costs. According to an official estimate, the 
wage cost and administrative expenses alone would have to rise by 
more than 5 billion yuan if all of the projects under construction 
were to be delayed by one year.- 7 Shortages in building materials 
forced their prices up, also adding to the cost of construction. 2 ' 4 In- 
efficient planning and management contributed further to higher 
costs of construction. 20 Of the 1 IS large^ and mejdium^sized projects 
completed in 1979, 52 exceeded original cost estimates — some of 
them by more than 10 percent. ;m 

Both protracted periods and higher costs of capital construction 
led to huge amounts of investment funds — several tens of billions 
of yuan — to he tied up in ongoing projects. :U In 1978, the amount of 
funds so tied up in China w > 150 percent of the new investment 
during the year, in constra- to 85 percent For the Soviet Union 
and 40 percent for the United States. 32 

In early 1979 when Chinese planners reviewed the develop 
of capital construction, they began to realize the serious magnitude 
9 f the p robiems in that sect o r . The tota 1 _n u m be r of con struct i on 
projects undertaken by state enterprises came to several tens of 
thousands, including more t ha n 1 ,000 medium and 1 a rge ones. 3 3 
Because too. many projects were undertaken at the same time, 
there existed severe constraints on the supply of capital funds, 
equipment, construction materials and skilled labor. To complete 
all of the ongoing projects, for example, would require more than 
100 billion yuan, or G to 7 times the annual investment currently 
earmarked in the state budget. 34 If all projects were carried to 
completion j no new projects could be introduced, in the next several 
years without substantial increases in the investment budget: 

Moreover, many of the 1,000 plus medium and large projects 
under construction did not have guaranteed sources of fuel, power, 
and raw materials, were incomplete in design, or lacked adequate 



•'I in Icixm md Tu n (hunshtng How to Understand the Retrenchment of the Capital Con 

s t met um Scale '; Uo_ng(ji,.iiii: S:_j>\prU _U?;_1!*S L,_ pp;_i>- ___ __ .. 

a M.iu Senmu. Tan kewe»n and Zhou Shulian, p. 2<>; and Lin Senmu and Zhou Shulian, p. o. 
-sRenmin Ribao -March 24. Ii>7J>. p. 1. 
?1 LiuLixiri arid Tieri Churisherig, p. 10; 
r * Ibid p. 11 

'■ :: Frcm tht First to tht Fourth FVP aver se investment rose from 1 112 yuan to 2 4 r >2 

mi in fur producing on< ton of steel r >«» >uan to 1 19 y»i*in for mining one ton of coal and ->70 (H30 
yu.iii- to_UtUi yuan foremistructiiig ^ii kilometer of rililwayn. J YangJiaiihaU p, /iL TJlese. in- 
creases were attributable p,irtl\ to factors associated with industrial development such as capi 
tal deepening" resulting from the use of more advanced technology', and party to inefficient 
plaririirigarid hiahagemenf. such as overc^mmitmehXdC-rc to constructiom Accordirig to a 

Peoples Bank of Construction's survey of 45 ci\il construction projects covering 119,000 square 
meters of floor space, the average construction cost per square meters was 110 yuan in 197H, 
compared to 4( vu in lor similar projects completed prior to 1966 Of the t>3 yuan increase in 
cos t . ■} 4_ pi » reeilt w ;is_ al t rib Utah le t o _i n e ffic i e nt use of resources. 

:H ' Lin Senmu. Ti i n K e w a n a n d Z h o u S h u I i a n , p . 28 . 

:n Liu taxin and Tten Chungsheng. p. 4 l\ 

^Siri Serimu, TanuKeweri arid Zhou Shulian, p. 20: 

33 Renmin Ribao. March 24, 1979, p. 1. 

:M Liu Lixin and Tien Chunsheng, p. 10. 
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technology. Shortage* in fuel, power and raw materials _ frecLueritly- 
forced a newly completed project to remain idle or operate consid- 
erably below capacity: 35 According to a survey for Liaoning Prov- 
ince, of the 74 medium and large projects completed -during 1974 to 
the first half of 1979, 18 operated below capacity and 17 did not op- 
erate at all. 36 

Policy Choice: Retrenchment 

With these- monumental problems on their hands, Chinas lead- 
ers were confronted with critical choices. One route was to contin- 
ue the past policy of rapid capital formation by expanding the 
States investment budget to carry all ongoing projects^to comple- 
tion and to initiate new construction activities required for imple- 
menting current economic plans. This option was ruled out by the 
pragmatic leadership not only because by 1978 the rate of invest- 
ment had already reached at a dangerously high level, but more 
importantly because there was an urgent need to allocate greater 
proportions of national income for the purpose of raising personal 
consumption levels. 

Average income of the Chinese people may have declined signifi- 
cantly from the second half of the 1950s to the second half of the 
1970s For example, average industrial wage in 1976 was 6.8 per- 
cent lower than in 1964, and 3 percent lower than in 1957. 3 J As a 
result, real per capita consumption declined over time, 38 affecting 
the morale of Chinese workers. ... 

The post-Mao leadership apparently came to the realization tha_t 
any further decline in the consumption standards could have dis- 
ruptive effects not only on economic growth but, more importantly, 
on the social and political stability of the country. After having 
lived at ajevel not substantially higher than subsistence for three 
decades under a socialist system, many Chinese were thirsting for 
higher consumption standards. 39 The increased exposure of the 
Chinese populace to greater economic progress and higher living 
standards of other countries in recent years may have added to the 
confidence erosion. The Chinese leadership came to the conclusion 
that rising consumer expectations could not be ignored any longer, 
and that in the absence of sustained, high economic growth rates 
any significant increase in consumption could be achieved only at 
the expense of investment. . 

It was against this background that a decision was made in the 
spring of 1979 to retrench the capital construction sector. The state 
investment budget for that year was to be reduced by 20 percent. A 

**One well known example was the newly completed West German cold rolling mill and Jap- 
anese hot strip mill in Wuhan, both of whicn Were operated at only about 2o percent of des Ig ned 
capacity m 1979 due to lack of electricity. . .... 

* 8 Lih Sen mu. Tail Kewen and Zhou Shu ban, p. <8. 

" Pei Yuanxiu. Liu Bingying. and Li Bingzhong, p. 4. ----- - - - - -- ---- ... m 

3»in monetary terms, per capita consumption rose from 102 yuan m 1957 to 103 yuan in WbO, 
125 yuan in 1965 and lfiUy^ah in 1976,.In real terms, however, per capita_consumption darned 
tefw^ 1957 and i960, and between 1965 and 1*76. See Lin-Senmu aijdZhpu^kulian Reduce 
the S of Capital Construction. Try to Gain Initiative in Economic Work , Hongq,. no. 3. Feb- 

rU ^h{s l9 wJi potently one of the reasons which prompted Deng Xiaoping fo^fortvard 
"Four Bas^P&es- in March 1979. See Editorial fie Dartment-'&rrectf) '^OTg. 1 ^ S £ 
uation and Policiei. and Insist the Four Basic Principles". Hongqi. no. o. March 1./1981. pp. 2- 
11. 



program was mupprd out to stop or. postpone a number of proj- 
ects; 4 " and efforts wore? -to bo concentrated on the construction of 
certain pr iority projects. 4 1 

At the same time, a major reform of capital construction man- 
agement was planned — to replace the system of direct budgetary 
grants with that of hank loans .at interest for future construction 
projects. In Augiist _1 5)75), the State Council approved the "Trial 
Regulations for Capital Construction Loans", and the People's 
Bank of Construction was vested with the authority to handle loan 
applications. ExpeViments first were conducted in Shanghai, Jilin 
and He nan, and later were expanded to selected enterprises in 28 
provinces, special municipalities, and autonomous regions; 42 The 
State Council decided in Jate 1980 that beginning in 1981 all enter- 
prises and business undertakings which had their own independent 
accounts and possessed repayment capabilities should use bank 
loans for capital construction. 41 ' 

Emergence of New Problems 

Following the introduction of the retrenchment policy in early 
M)79, 295 medium- and large-sized projects were cancelled or sus- 
pended in that year and 2H3 more in 1980 leaving only 904 projects 
under construction. Capital construction investment funded by the 
State budget remained at the 1978 level of 39.5 billion yuan in 
1979, and declined to 28.1 billion yuan in 1980. But total invest- 
ment in capital construction continued to rise — from 47.9 billion in 
- 1978 to 50 biLIon yuan in 15)79 and 53.9 billion yuan in 1980. This 
was because capita! construction investment outside the state 
budget increased sharply — from 8.4 billion yuan in 1978 to 10.5 bil- 
lion yuan in 1979 and 25.8 billion yuan in 1980. 44 

Thus the scale of capital construction actually expanded in 1979 
and .1980, although the number of medium and large projects under 
construction had been reduced by 39 pe rcent. This was due partly 
to the large scale of certain new projects initiated in these years, 
and partly to a large increase in the number of locally-financed 
small p rpjects. Loca 1 governmen ts and e nte rf> rises _ were gi yen 
greater authority to initiate new projects and allocate the funds 



* ; ; I ht p n >]< x I > to be s t o p|x -(J o r post \ >o i i ed i n el u d ed those wit h llj.un a rtain r eso u rces and j»e\Q: 
logical conditions; incomplete design or substandard techniques; t'.i) inadequate supply of 
building in it* n il> iqiupmint funds md work force (Ah lack of guaranteed resources of fuel 
IHfwer._raw.mat e.r.ials...a ihL water as weLL lis. the rheahs of .transportation^ L~)L6bs6LeIe* iec^p_jJogy 
and large raw material and fuel consumption; and (til Jack of solution to the problem of pollu- 
tion. (Renmin Ribao. March 1M. l!»7i). p. 1.) 

4 1 Included in this., prionfv projects were II) key projects using the latest equipment -and 
technology <_:i toal mines power stations oil fit Ids transport and communication facilities 
building m itiri il pi ints and other currently jagging .sectors ( light industrial plants, textile 
nulls, housing pub lie tit 1 1 it us and those other projects bearing on the people s livelihood and 

^li.C'Xpx^rt .protv.ssini: and. tour ism. projects, _ ± 

I hi experiments covered over /O sectors of the eeonomv including electric power, textiles, 
li^bt industrv coal petroleum transport build ng materials-, metallurgy chemicals- commerce* 
ii I hd_ to Q r i km , . A U < : > f I h e 1 a rg e- a hd_ m i ed in mrs i zed t h er m i a 1 po we r p r 6j ecfe- under the M Lriis f ry . of 
Eject rit Power had b* en financed by bank loans. In certain special municipalities and provinces 
such as Shanghai. Hubei, i'ujian and Yunnan, about one-third of the investent funds which 
were formerly granted by the state budget had come from bank Joans. As of November lttHO. all 
units experimenting wit h the. new system had signed with the Bank of Construct ioa more' than 
Mil) loan contracts valued at It.Ua billion yuan. See Renmin Ribao, November IS, p. 1; Sep- 

tember 22, UMl, p.-Ti; and January U, I'JHl, p. i. 

*■* Remin Ribao. November 27. lJiHU; p. 2. ... 

* 4 Data on capital construction investment are based on the annual communiques on the Chi- 
nese economy issued by the State Statistical Bureau. 
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made available to Uiein l>v recent economic reforms. I ri practicing 
this newlv acquired power, local authorities Tailed to follow closely 
the central government's guidelines with respecl to investment in 
capital construction, thus creating new problems for the Chinese 

eeouomv;' i% . ... .. ...... 

A large number of plants were constructed in raw material pro- 
ducing areas with funds outside the state budget in response to a 
policy calling for exploitation of Locai comparative advantage. This 
led to a reduction in the supply of raw materials for the traditional 
production centers, causing many modern plants to operate, below 
capacity: A case in point is cotton textile production. Currently the 
domestic supply of cotton is sufficient . to meet only two-thirds of 
production needs owing to an upsurge in the number of small tex- 
tile factories, riiariv of which were constructed in 1980. In Henan 
Province alone there are now more than 100 such factories using 
HJ.UUU metric tons of high grade cotton a year. 415 Inasmuch as the 
plants in the traditional production centers are as a rule more ad- 
vanced in technology and produce products of better quality at 
lower costs, competition from small_ plants in raw material produc- 
ing areas will result in net economic losses for the country as a 

whole; _ „ ... 2 ; :.. , 

Since most of the locally-financed small projects built jn_ recent 
years were in the manufacturing and processing sectors, their con- 
struction tended to aggravate imbalances in the Chinese economy. 
The past economic growth policies had created critical economic 
bottlenecks— for example, energy shortages, backward transit 
and other service sectors and inadequate supplies of building mate- 
rials One of _the main goals of the current economic readjustment 
policy is to improve these lagging sectors by providing them with 
more investment funds. But local investment resources tended to 
stay away from these sectors, and were mostly concentrated on 
more profitable projects in the manufacturing and processing areas 
thereby increasing the already heavy pressures on the energy, 
transport and building material sectors. 47 

While Chinese planners were concerned over their inability to 
bring down overall investment in capital construction and the rise 
in the number of local projects, they were plagued by two other 
emerging problems which posed a potentially far greater threat to 
China's economic growth and stability. One of these problems came 
to light as the result of a reassessment of the country s oil output 
potential. In its original blueprint for modernization, oil was envis- 
aged not only as an important source of energy needed for domestic 
development but also a major foreign exchange earner tor financ- 
ing import requirements: But the recent reassessment, led the plan- 
ners to conclude that their earlier estimates of China s oil potential 
had been too optimistic, and that oil exploration and development 
technology was grossly inadequate. The neglect of the coal and 
electric power industries in the allocation of resources in the past 
contributed to the energy problem. 

«*Won K Jiye and Wu Kaitai. "Firmly Grasp Adjustment and Stabilize the Economy" Jinffli 
Yanjiu. nor4. Jan. 20. iUHl. pp. 

46 Peng Hao. p. 5: - 

47 Xu Yi, Chen Baosen and Tao Zen^jJ, P- •> 
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Crude oil product ion Jims grown at ;i much slcivyer pace in recent 
years: and actually deeiinedih iUNO:. Output is expected to remain 
at current. levels 6 r even decliiuvfurther in the next L .rewj^ciire._This 
is in sharp contrast to the high rates .of growth experienced nearly 
each year in the last two decades China is having difficulties in 
meeting oil export commitments to Japan, in exchange for Japa- 
nese equipment and technology as required by the long-term trade 
agreement signed by the two countries in 1978. A large number of 
industrial projects under China's development plan were energy-in- 
tensive. The PRC Had sighed contracts to purchase Foreign plants 
for many of these projects; and was in the process of negotiating 
others. If these projects go to production, China would have to 
become a significant net importer of oil. This could lead to huge 
trade deficits in the future, an unthinkable prospect to China's 
conservative financial administrators. 

The ot her proble m had t o do with a n i no i pi e ht i nil atio h i n the 
economy. As noted above, when the post-Mao leadership faced a 
choice between a continued stagnation of living standards arid 
lower investment rates, it opted for the latter for both economic 
and political reasons. Industrial wages were raised; 48 The bonus 
sy s t e r n was re i n s t i t u ted ; and e xpe r i m e n t s we r e_ car ri eel _o u t gi v i ng 
greater decisionmaking power to the enterprises: A number of im- 
portant measures were taken to improve agricultural incentive^, 
including increases in farm procurement prices. 4 " But increases in 
co n sum p t ion fun ds e xce e ded the t a rget s and, at th e same time, i n- 
vestment continued to rise. Thus for three years in a row consump- 
tion and investment exeptnditures outgrew national income/' 0 
This manifested itself in, among other forms, state financial defi- 
cits and shortages of consumer goods. To make up part of the defi- 
cits, the government had to rely on the issuance of currency, thus 
generating inflationary pressures on the economy: 

Chinese! e ad e rs are f u 1 1 y a wa re p f the d e 1 e t e r i 6 u s e f fee ts pT i ri fi a : 
tion. They have attributed their victory in 1049 partly to the fail- 
u re o f the Nati o nalis t s to resolve th e p rob 1 em of infl at ion. They 
have prided themselves on their ability to quickly bring inflation 
u n de r con t ro 1 a ft e r they ca me to powe r and to maintain a gene ral 
price stability throughout the first three decades of their rule. 
Recent price hikes have offset some of the increases in consumer 
income brought about by the current readjustment policy. Continu- 
ing inflation not only would wipe out consumer gains in recent 
years but could, cause living standards to deteriorate to a level 
unacceptable to the masses: 

Further Retrenchment 

Considered a "latent danger" in the economy, these new # prob- 
lems had to be tackled immediately and resolutely, in the view of 
many Chinese policymakers especially Chen Yun, the top economic 
planner and an influential party leader. The basic solution was to 



* H Avit-iki innu il w i^c _o£ st if'f and work( rs in st iti owned umus :<*,..■ from (><):> >uan in 1 5 >77 
to Ml vunn in l')?s T0.-> vu in in VM l ) ind HI yuan in P>N0 

* B Suit c pure hast price i for f irm and sideline products wire raised by 11. 1 percent in H)7<) 
and by Jihother 7:1 percent in .11)80; ..... ^ . 

r >° WanK Jjye and Wu Kaiuii, "Adjustment and Comprehensive Balance". Hon^qi. no. 4, Feb- 
ruary Hi, 11)81, pp. U-<>. 
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reduce China's capital const ruction to. a size consistent with the 
country's I1nahci_al and resource capabilities/' 1 Thus in late 1HS0 a 
decisioii was made to take bold steps to severely reduce investment 
expenditures, to cancel or suspend a large number of ongoing proj- 
ects including those involving imports, and to bring capital cori- 
st met ion projects Under centralized control: 

Total investment in capital construction in li)Sl will be reduced 
from the originally planned ..aa billion yuan to :*() billion yuan. 
Budget-funded investment will he cut from the original target of 
2-1.2 billion vuan to 17 biilion vuan. ,VJ Investment outside the state 
budget, therefore, is to be set at VA billion yuan for 1!)K1 compared 
to an actual level of 2a. S billion yuan in 1980. 

During the first four months of 19N1, more than 100 medium and 
large projects were stopped or suspended/'" Selected for stoppage 
or suspension were those projects (1) where suitable conditions for 
construction did not exist: (2) where, if completed, production could 
not be carried out efficiently; and (\\) where there would be compe- 
tition with existing enterprises for raw materials, fuel and 
energy/' 1 . .. .. : 

As of April 10«s], T>\\2 medium and large projects were under con- 
struction. More than half of them were for the lagging light indus- 
try, textiles, - energy, transport, and building materials sectors.. 
Sharp cutbacks in capital construction will not reduce investment 
in the medium and large projects of the textile and other light in- 
dustries— investment in these projects is to continue at the 
previous year's level. r>:> . ___ . ... 

At the^same time, the central government decided to reassert 
itself in the planning and managment of capital construction. /rom 
now on, all projects will be included in the state construction plan. 
All medium- and large-sized projects as well as those projects 
funded by the state budget will be arranged by the state under uni- 
fied planning, and departments and localities are not allowed to act 
independently. Before using investment funds outside the state 
budget, local governments and enterprises must obtain the approv- 
al of the central authorities regarding the purpose of investment 
and the scale of construction/" In April 1981, the State Planning 
Commission, the State Capital Commission, and the Ministry of Fi- 
nance jointly issued regulations prohibiting the construction of 
projects considered uneconomical, undesirable, or not carefully 
planned/' 7 
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Investment ivsj>onsii>iiity will be assigned to three levels of gov- 
ernment .according to the nature of the ..jjrajecL ..Investment in 
large, costly long-term projects, such as major energy conservation 
programs, big coal, mines, oilfields, electric power stations, main 
railways, important harbors as well as large-scale projects for har- 
nessing rivers. Will be provided primarily b>\ the central govern- 
ment, and construction wiH be carried out in cooperation with local 
governments. Investment in projects: in agriculture, the light and 
textile industries, the buildings materials industry, urban public 
utilities, environmental protection, commercial service trades, cul- 
ture, education and public health facilities will be provided primar- 
ily by local governments, and some of them may be carried out 
jointly by local governments and central ministries. Local depart- 
ments and enterprises will invest primarily in workers' housing 
facilities and projects designed to improve production safety, envi- 
ronmental protection, energy conservation, and the variety and 
quality of products. r,H 

Reduction in the scale of capital construction is accompanied by 
shifts in investment priorities. Larger shares of investment re- 
sources will be allocated t) agriculture, light industry 
haying direct bearing on consumers' v/ell-being such as housing, 
urban public utilities, and health and educational facilities. 59 Al- 
though a smaller amount of investment funds is allocated to heavy 
industry, the investment shares in energy, building materials, 
transport and communications will not be reduced. 

III. Foreign Trade and Technology Acquisition 

The Great Leap Outward 

In pursuit of the four-modernization objectives, the post-Mao 
leadership envisioned a development model to integrate potentially 
large infusions of foreign capital and technology into the Chinese 
economy to stimulate its growth. The core of the ill-conceived, over 
ambitious 10-year economic program unveiled in 1978 called, for 
construction of 120 major projects including 10 iron and steel com- 
plexes, 9 nonferrous metal complexes, 8 coal bases, 10 oil and gas 
fields, 80 power stations, 6 new trunk railways, and 5 key harbors 
to be completed or underway by 1985. These projects were to rely- 
heavily on plant, equipment and technology imports. 

To facilitate these imports, China signed long-term trade agree- 
ments (lLTTAsj_ with Japan, France and the United Kingdom. 
Under the Sino-Japanese LTTA signed in February 1978, China 



* Ibid jinci JspecnJ C ommentator Renmtn Ribao December M) 1980- p n- 

v » According to Chinese usntfe, one way of classifying investment in capital cohstiruction__is\a 
division between productive and nonproductive projects. The later refers to those not directly 
related to production, siich iis housing, urban public utilities, and facilities for scientific research, 
education, culture and public health. During the First FYP, the "nonproductive share ot capi- 
tal construction investment c.ime to 28 \ percent. But this share^eclme^sub^.tantialJy in. subse- 
quent years! reaching as low as 10:ti percent during the latter half of the 1960s. The post-Mao 
years saw significant increases in nonproductive investment m capital construction with the 
share L'ridu illy rising from V.i I percent m 1970 to Ifi 7 percent in I977 ; .17 4 percent in_ 1.9.7 8 f 23 
percent in 1979, and WA.7 percent in. I98tt:_ terxases in. housing-.-investment were ^ particularly 
rapid in recent years with the share in total capital construction investment nsmg from 69 
percent n 1977, to 7.8 percent in 1978, 14.8 percent in 1979 and 20 percent in 1980. {Renmin 
Ribao, Ja.j.iry 2. 1981. p. 1; Beijing Review, no! 9, May lU 1981 r p, 2G_and_ WuJianfr "Another 
Study'of the Basic Economic taw of Socialism", Hongqi, no. 12, June 16, 1980, pp. 1-18.) 
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would export to ;Japan $10 i)illion worth of crude oil, coking coal, 
and steaming coal, in exchange, for. $7- ( S billion worth of Japanese 
plants and technology and billion w.orth_of Japanese machin- 

ery and construction materials. In. march 1979, the _ two _ countries 
agreed to extend the LTTA by 5 years, with two-way trade to total 
$ t(M;o billion over the W-yesir period, 1978-90. 

In December 197S- China reached a 7-year, $.13.6 biilion LTTA 
with France to provide a basic framework for Chinese acquisition 
of French capital equipment and technology in a number of areas 
including metals, electric power, petroleum, transport, space and 
hotels. In exchange , for these imports, China was to export to 
France oil, coal, and nonferrous metals in addition to traditional 
products such a^-foodstuffs, textiles, silk, and handicrafts. 

A similar LTTA was concluded between China and the United 
Kingdom in March 1979, calling for bilateral trade to total $14 bil- 
lion over the period 1979 -So. China did not sign a LTTA with the 
Federal Republic of Germany, but the value of -Chinese orders 
under negotiation with West German firms during 1978 reached 
substantia! levels. r,() 

At the time when these LTTAs were negotiated and signed, Chk 
nese planners appeared to have envisaged a number of new ways of 
generating foreign exchange income to pay for capital goods and 
technology imports. They hoped to expand, export earnings substan- 
tially through development of underground resources, especially 
oil, coal, and nonferrous minerals. Negotiations were started with 
foreign firms for construction of projects -that were -eventually to 
become new Daqings (China's largest oilfield with 50 million-ton 
annual- output), major < ■ ■ : or large ferrous or nonferrous 
metal complexes. _ ___ 

Foreign exchange i' be expanded also through an 

effort to attract more -lances and promote tourism. 

Foreign companies wer? t' ^na to discuss possibilities for 

hotel construction, —i ' or preliminary agreements were 

quickly reached r 

At the same time, Chi' »pped its ideological opposition to the 
use of credit as well as to. foreign invesuu-. nt in China. Since 1978 
the PRC has reached major i rydit agreements with Western gov- 
ernment credit agencies and commercial banks totalling nearly $30 
billion. Most of these jagreements were arranged during Late 1978 
and the first half of 1979. A joint venture law was promulgated in 
July 1979 to provide a legal framework for joint ventures with for- 
eign equity participation. : 

China also adopted (a number of innovative arrangements with 
foreign businesses suc\h as export processing, compensation trade 
and special economic zones. To improve the efficiency of conducting 
international business, Weps were taken to decentralize the foreign 
trade structure. A number of provinces and special municipalities 
were granted greater authority to handle foreign trade and invest- 



r '" Tin I it u t d< iN involved i M • Inllion protm:ol for i fk'nnan consortium to design and 
erect m ( ^lin.n tw; op* n pit tun I mints. five m w shift mints and several cool. mining equipment 
manufnt^urm£ plani*, and an aj£re*.'ment .with Lur^'i to build 22 nonferrous metal projects. 
China siimed **00 million contracts with West German firms for five petrochemical plants, a 
S'JlT -million contract for a polyester plan, a $100 million contract, for five chemical plants and a 
$\u o million contract for four air separation plants 
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ment. Trading corporations were established Under nearly every 
ministry with production facilities: 

Under the expansionary economic policy, cbmmercial contact 
between China and the West increased rapidly. A large number of 
contracts were consummated and numerous initial agreements in- 
cluding letters of -intent, memoranda of understanding and proto- 
cols were signed. In 1978 alone the cost of equipment and technol- 
ogy contracts for Chinese construction projects came to $7.8 bil- 
lion. 01 / 

Impact of the Retrenchment 

The impact of; the retrenchment was first felt in early 1979 when 
many import contracts signed with Japanese companies after De- 
cember \r>, 11)78 were temporarily suspended. This was the direct 
result oj' lhe initial evaluation of the 1978 capital construction pro- 
gram. Although; these contracts were restored later, the pace of 
commercial negotiations between China and other countries slowed 
considerably. Negotiations were halted on certain projects, such as 
those for hotel construction, despite the existence of preliminary 
agreements with foreign companies. / 

After the capital construction program was subject to a further 
evaluation in 1980, many more projects, including those involving 
foreign participation, were stopped or delayed. Included were a 
number of projects which American comapanies had agreed to 
build, or had participated in design and engineering studies, such 
as the foreign trade center in_Beijirig v a copper mining and process- 
ing project near Dexing in Jiahgxi Province, the Pingguo alumi- 
num complex in Guangxi Zhuang Autonomous Region, and the 
iron ore development projects' in Shuichang and Sijiaying in Hebei 
Province arid Nanfen in-Liaoning Province, in late 1980 China de- 
cided to terminate or suspend construction of several more major 
projects which involved ,$2:3 billion worth of contracts with Japa- 
nese, West German and other foreign companies. The contracts 
with Japan, worth about $1:5 billion, were for the second stage of 
the Baoshan steel project near Shanghai and plants for four petro- 
chemical complexes: Nanjing in Jiangsu Province, Shengli in Shan- 
dong Province, and Yanshan arid Dorigfang both in Beijing: 

Since China began to retrench its capital construction program, 
the number of plant contracts signed with foreign companies has 
diminished substantially. In 1978 complete plant contracts were 
signed for 22 major projects. But in 1979 contracts were signed for 
only four projects— two electric power stations and two cement 
plants. During 1980, no contracts were signed for medium and 
large-sized projects. 62 

Project cancellations and postponements appear to have damp- 
ened much of the enthusiasm that Western businessmen had origi- 



"import-Kxport Commission Vice Minister-Wang Daohan Talks about Economic Coopera- 
tion and Technic*! Fxchanw China'* Fon.i^n Tr.uk no % May-J '-nc 1980. pp. l~l 

"* Ken m in Kibao. May IG. I9S1. p. 2. Japan which is Chinas largest supplier of plants and 
technology was only able to obtain about $150 million in new plant contracts besides those Tor 
the second stage of the Baoshan steel project, which has now Been suspended These coji tracts 
involved only smalUscal-.» facilities for manufacturing products such as aluminum foil.^luores- 
cent lamps, arid-battery. See Suco Kojima." China Toughens Readjustment ., The JETRO China 
Newsletter, no, 30. February 1981, pp. 8-1J-T , 
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unify held lor the China market. The abrupt suspension of plant 
contracts has reduced further suc> enthusiasm,. and shaken the 
confidence of manv Western businessmen in the Chinese economy 
and the leadership's ability to develop it. Certain foreign officials 
are reported to have cautioned the Chinese that their unilateral 
suspension of contracts were having adverse effects on Chinas 
. credibility as a trading partner, and on its future economic rela- 
tions with the countries affected by Chinese actions. Many foreign 
companies are reassessing their China operations; some of them 
with representation in Beijing have reduced staff size, or have 

withdrawn complete! v. r,: * 

The PRC is keenly aware of the undesirable impacts that its 
recent actions have brought about. Beijing has made it known that 
it will continue to make cash payments to Japanese suppliers ac- 
cording to the original terms of the petrochemical orders. 04 To 
shore up Western confidence, Chinese leaders have taken pains to 
repeated lv assure foreign visitors that China's open economic 
policy has remained unchanged, and that the ongoing readjustment 
will put the Chinese economy on a firmer ground for future cooper- 
ation with other countries."* Similar explanations were given by 
Chinese officials at the March 23-28 Hangzhou World Economy 
Symposium which was attended by some 80 Western business ex- 
ecutives, by a delegation led by Vice Premier Gu Mu at the March 
:W-April 10 European Economic Community-China trade week in 
Brussels, and by several Chinese specialists at a May e 20-28 meet- 
ing in Beijing with members of the Trilateral Commission. 

Current Policies 

China's open economic policy has a two-pronged purpose-to sup- 
plement long-term goals of self-sufficiency with accelerated growth 
of certain selected sectors. The policy is designed _to_ "en ilarge for- 
eign trade, actiyely_utilize foreign funds, import advanced technol- 
ogy and strengthen economic cooperation and technical exchange 
with other countries.", 6 * The "openness" of the policy may beseen 
from certain specific measures concerning (1) foreign trade; (2) the 
utilization of foreign funds; and (3) special economic powers for 
Guangdong and Fujian Provinces. Since the Chinese economy is in 
the midst of a readjustment process, all economic measures, includ- 
ing those reiating to foreign trade, are expected to facilitate, or at 
least not to hinder, that process. 

1. FOREIGN TRADE 

The prevailing view among Chinese officials and specialists is 
that China's foreign trade is expected to expand during the read- 

"China Halts Building Pacts; Foreign XWractars .R^isa^s.^ 
merce December J 1 ; VMK "Chinese Retrenchment Dims Foreign firms Hopes 4 ru Journal o\ 
Smerce Ma^ch I, i»sl. p. 1* and "PuUm* Back. Not Out What Firms Moves Mean to 
ThYm and To Peking business < hirw Vol VJI no h t March l > 

«<The Asian Wall S£r.eef_JournaI Weekly, June 22. P- 2. . .... ":. _ :. ... 

Remain Ribuo. January U. p. 1; Morch p. 1: and May 24, li»M. p. I; and 

° - n Ji D C^o y n^ U el! "^io^s'bbiKe^nR JLM mixtion of Foreign Capital and ^evant^ 
nomic taws in China *, a paper K iven at -Seminar on New Development Trend*, in China h Econ- 
omy". Hong Kong, October 10, \*M). 
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just men t period, although the rates of growth are likely to be lower 
than those attained in the past few years. To avoid substantial 
trade deficits, exports are expected to keep pace with. imports. First 
priority, therefore, is placed, on export promotion. The size of im- 
ports is to be determined by the size of exports; . 

The goal of achieving a balance between imports and exports 
does riot imply ail "absolute balance" in totaLtrade each year, or in 
trade with any individual country. The criterion calls for the main- 
tenance a bas>icaiij> balanced trade with the rest of the world 
over :i period of time ' :t 

a: Import* 

China traditionally has relied only on imports to acquire ad- 
vanced equipment and technology needed for industrialization and 
to compensate for shortfalls in domestic production. Under the 
impact of economic readjustment, however, imports have become 
highly selective with significant shifts in priorities: . .. 

Tec hnology acquisition fo rmerly cone en tra ted primarily on com- 
plete plants. However, the Chinese now consider the importation of 
turnkey projects as an inefficient, costly way of acquiring technol- 
ogy. Complete plant imports, therefore, will be kept to a minimum. 
The Chinese believe that technology can be acquired through 
better and more economical means such as compensation trade, 
export processing arrangements, licensing, and joint ventures. 68 

China's current development strategy calls for special emphasis 
on upgrading the technical levels of existing enterprises. 69 Top 
import priority, therefore, will be assigned to key equipment and 
parts as well* as high technology products, manufacturing tech- 
niques and managerial expertise required for renovating existing 
facilities. __ . ... . ... ... 

Top priority also is likely to be accorded to ihe import of equip- 
ment and services for petroleum exploration and development, for 
the expansion of coal mines, and for the development of the elec- 
tric power industry. Other priority sectors to receive imported ma- 
chinery and technical know-how will include railways, ports, tele- 
communications, building materials, and public utilities. 

China is actively developing labor-intensr* export projects, as 
well as small- and medium-sized projects whk*:. require less invest* 
hierit, jneld quicker returns, and generate potentially larger foreign 
exchange earnings. These projects will likely receive favorable 
treatment for importing needed equipment, materials and technol- 
ogy. _ : 

China will try to minimize the import of machinery and equip- 
ment which can be produced domestically. Some recent press arti- 
cles have used protectionist arguments to advocate import restric- 
tions, 70 The country will probably see a continuation of imports of 
a wide range of equipment and parts for a while because of short- 



* 7 Zhurig^.»iU/:(:htim:H..KcirciBn.Triide. Development and Prospects . a paper ^presented at 
"Seminar on New Development Trends™ China's beonomy , Hong Kong, October 10, 1980, 
Jirg Wei On technology Imports Tiamin Peoples Publishing House 19&Q, pp 16-34 

"■-Editorial. Department, 'Tfospects for China s Economic Construction in the 1980s . Zhong- 
£\io TViiwai Maoyi. no. 3 t May-June 1980, pp. 2-8." ; " ~ " _ „ D 

73 Con mentator, "Import Less or No Products That Can Be Manufactured at Home , Kenmio 
Ritun Ar.ril 9, 1981. p. 2. 



ages in production facilities. However, many of these, imports prob- 
ably will be restricted over the longer run because, efforts .are likely 
to be made both to. reduce foreign exchange spending and to foster 
domestic production: 

/). Exports 

Until recently Chinese exports had played on.'v the passive role 
of earning enough income to pay for needed imports. In recent 
years, however, exports have been assigned additional roles of stim- 
ulating domestic production and creating employment opportuni- 
ties. The Chinese now consider exports Useful in raising the techni- 
cal levels of production, especially in agriculture and light indus- 
try. The stoppage of a large number of construction projects has in- 
creased the size of unemploym* nt, and expanding the export sector 
is deemed to be an effective way of generating jobs for the unem- 
ployed: 

The PRC will continue to rely on the export of a number ol key 
traditional Chinese products such as arts and crafts, agricultural 
and industrial raw materials, processed food products and textiles 
as major sources of foreign exchange income. However, restrictive 
measures by importing countries are likely to impose a major con- 
straint on the expansion of certain export, e.g., textiles. - 

China is making efforts tc -hange the commodity composition pi 
exports gradually by expanomg production and sales of nontradi- 
tional items. Among them, machinery and electrical products are 
considered to have strong potential. 71 . 

Crude oil exports will almost certainly experience a decline, in 
the next few years because of production difficulties and increased 
domestic requirements for energy. In the long run, coal will prob- 
ably become an increasingly important export commodity if trans- 
port problems can be resolved: . 

Current oolicy calls for establishment of export processing proj- 
ects, especially in coastal areas, to utilize raw materials and semi- 
manufactures' imported from abroad. This new policy of "promot- 
ing exports through imports" is thought to be beneficial to the 
economy in several ways. It would be able to tap the existing 
excess capacity of many processing plants, and would create em- 
ployment opportunities. It would release some of the pressures on 
the domestic supply of materials. It would enhance the technical 
level of production by bringing domestic pin Us in close contact 
with the world market. Most importantly, it ^present? a quicker 
way of earning foreign exchange: 72 

In recent years China has set up "comprehensive export com- 
modities" as well as "single export commodity" producing centers 
for farm produce and sideline products and for industrial and min- 
eral products. In addition, special plants, workshops and mines em- 
ploying new materials and advanced production techniques have 
been created to produce goods for exports. The first producing 



.. "tflitoruil in Krnmin K.I . : rVbman. 2* I'Hl. p V mid Commt ntator. l.r.usp Well the- 

Supply of (HKxis. and Promote Kxports", Kenmin Kibao. Af/nl JS IJhl. p 2 . 

« 6ici It has boon estimated that on the average prws-^iii*t.*J worth of mipor^ed, matenal.s 
can brine to China approxihiaXel v an. equal amount of net foreign exchan^t- earning. •^Y?"! 
Weijiri! h Km-ei£n Kc.mnmie and Trade Work Should Sen- Kcononnc Keadjustrnent Better . 
JinKji (Juanli, no March W 1!>S1, pp. I*i- IS. 



GG 



center was established, in 1!)7.'J in P'bshan in ^central Guangdong 
Province. By early JUKI the number of comprehensive centers had 
grown to 22, and the number of. single-item centers had exceeded 
100. The country how has about 100 factories and mines specialized 
in exports; In 1980, these units produced about 8 billion yuan 
worth of jgoods, 21 A percent of the country's total output value of 
export commodities. 7 :J 

China also has taken measures to decentralize foreign trade l deci- 
sion making in order to promote exports, it has allowed local enterr 
prises to retain foreign exchange, instituted differential internal 
settlement rates between the Renminbi and the U.S. dollar for dif- 
ferent export commodities, and given greater authorities for local 
goverrmients and enterprises to handle exports. 74 

There are indications that the central government recently has 
reasserted itself in the management of certain foreign trade activi- 
ties: This recentraiization may have resulted partly from the policy 
to stress readjustment over reform, and partly from the problems 
caused by the reforms: 7 5 

2. UTILIZATION OF FORK ION FUNDS 

In Jure :07l) then-Premier Hua Guofen^; announced in his gov : 
ernment work repot 1 to the National People's Congress that during 
the period economic readjustment, as well as in the long run, 
China would bllovv international practice in usi'ig "various reason- 
able foi'ns ot ;«i Gibing foreign funds/' He stressed that this was a 
fi r : 1 1 , m ajo r pc icy of the Ch i nese govern men t . 7 6 Recentl y th is 
policy has been reaffirmed by Chinese officials, 77 In the next few 
years. ' < wever* foreign funds will be used in the priority sectors of 
t!ie vconodiy to "serve economic readjustment'': The list of prior- 
ities b similar to that for equipment and technology imports enu- 
mr rated earlier. Project approval will be based on an assessment of 
i (-payment, and absorptive capabilities. 7 " Individual projects should 
ei h./r produce products competitive in international markets or be 
irnport-substitutive, and the projects should be viable in cost-bene- 
fit terms. Moreover, there should be sufficient resources domesti- 
cal iy to support the project, both during construction and upon 
completion. 



7, l)epi nent of K'xport ( ommodiiu s Production I5 »s. Ministry of Foreign I rude Produce 
thm .Bases i'or . Kxport L'ommodities". . Chirm's Foreign Trade* no,_ A, May-June .1 Pp. 4(M 1 ; 
Daily Report People :■ s Republic of China Foreign broadcast Information Serviee (FBISJ, -Vol 1, 
no, 107 June 2 PiSO p L.7 China Repcrt F/tom nut Affairs, Joint Publications Research Sirvic« 
i J P ICS »; 7»U 2/» . Septehiik' r__ 1 2; J i)80, p.. .liTi; ;i rid J£ hart g Peiji. op^cit .... ... 

7 4 The state maintained control over exports of 17 kty commodities including coal, crude oil, 
fin is h» '<J -sleet and silk thread (accounting for approximately HO percent of total exports), but 
iiilowtnl local trading companies to conduct exports (if all other commodities. independently. .At 
the p_re_se\ni tame however, it ypjxurs that on I; Guangdong and Fuji en Province*; have retained 
this authority a.s a result of the recen trail /at ion 

7 > Last ye;ir. for example a number of local trading companies engaged in a sort or price com 
petition in their effort to. promote .SiiJes,. This. j-esulied. in not only. looses in foreign exchange 
earnings but also confusion and other problems for foreign businessmen Thus at the Spring 
H>HI Guangzhou F'nir, ('hina reestablish^ a "unified policy" to set up a uniform price Tor the 
same product sold by different J<»ciilitie-s; 
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Foreign fluids are being used in many difTori»nt- ways; A number 
of credit lines; for example, have been made available to (mina in 
several forms— gbvernment-to-governnieut loans; _ officially backed 
export credits; private bank credits; and loans from the interna- 
tional financial institutions: Governmental loans generally have 
been used for financing projects in transport and energy develop- 
ment. The loans from the World Bank will be used for the develop- 
ment of infrastructure as well as agricultural projects and- educa- 
tional programs: Mitch of the *j 2.7 billion buyers' credits obtained 
from Western banks has remained unused because of the current 
economic retrenchment, The PRC now has a clear preference for 
low-interest, long term loans and for development assistance loans 
to be used for infrast ructu ral and agriculture-related projects, ; 

China is trying to attract foreign capital through a number of in- 
novative economic arrangements with foreign co m p i in ies such as 
export processing, compensation trade, contracture! ventures, co- 
production, leasing, joint equity ventures, and international cooper- 
ation in resource development; These arrangements appeu! to the 
Chinese because they permit the acquisition of new equipment and 
technology with minimum expenditure of foreign exchange. 

Export processing trade began in 1977, and compensation trade 
in the middle of.H)7S. I) irirur China obtained more than $100 

million worth of equipi. ■>* .d technology from .*lf)0 small and 
medium-sized compensate ide undertakings, and another $87 
millicn from three large-scale ones. 

The country now has more than 'M)0 contractual ventures, mostly 
in Guangdong Province, with foreign investment totalling $500 mil- 
lion. Under the usual practice of this arrangement, foreign firms 
provide funds, equipment, and techniques while the Chinese side 
supplies land, factory buildings and labor, and is responsible for 
oration and management. The two sides share output, sales or proi- 
its at an agreed ratio, and all assets belong to the Chinese when 
the contract expires. . . . 

Coproduction arrangements have taken pkce primarily . in_ the 
machinery industry. The first such arrangement was made in 1978 
when the First Ministry of the Machine Building Industry signed a 
contract with a West German firm to coproduce oxygen generators. 
Other coproduction agreements have been reached with American, 
French, am' 'apanese companies. China also has started to under- 
take the leas: rig business; and its first leasing company was set up 
in early 1^81 as a joint venture between two Chinese entities and 
one Japanese leasing firm. .... 

Since the promulgation of the joint venture law in 11)71), China 
has negotiated or discussed -over :tt)0 possible projects with compa- 
nies from more than 'M) countries. At the end of 1DS0. China's For- 
eign Investment Commission had approved 20 joint equity ventures 
with a total investment of more than $210 million, of which more 
than $170 million will be foreign investment. 79 China's current 
preference seortis to be for joint ventures in ^mali and medium- 
sized export-oriented projects, China also pro'V;; to use existing fa- 
cililties as a basis for joint ventures in order to minimize new in- 
vestment in buildings and land. 
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China will, rely primarily on international cooperation for th^ 
velopment of petroleum rosoarces: The China Petroleum Company 
has signed contracts with Japanese arid French oil companies for 
the joint prospecting and exploitation of oil in the Bbhai Bay and 
the Beibu Gulf of the South China Sea. 80 The essential features of 
the contracts were for both the Chinese and foreign sides to share 
investment and risks, for China to retain a certain proportion of 
output, apart from operating fees, and for foreign companies to 
share with China the remainder of output; China will likely adopt 
similar arrangements for joint development of both offshore and 
onshore oil resources in the future: This would enable the Chinese 
to rely primarily on foreign capital to develop domestic resources 
and piiy for it in resultant oatput. 

:j, si»K( iAi. rbUciKS vim (;uAnc;i)()ncs ani) fujian 

In Jiily_197!) the State Council granted special economic powers 
to Guangdong and Fujian Provinces allowing them, among other 
privileges, to i 1 ) have a greater role in most economic planning and 
in making capital construction and other investment decisions; (2) 
have expanded authority over export planning and foreign trade; 
\:u retain and utilize for investment and other purposes all foreign 
exchange earnings and government revenues above certain pre- 
agreed levels; and <_4) establish special economic zones to attract 
foreign capital and technology; Since the implementation of these 
"special policies and flexible measures (teshu zhengce, linghuo 
cuoshi)", both provinces have registered significant economic prog- 
ress. Last year the gross value of agricultural and industrial output 
rose K:2 percent over H)7<) in Guangdong and 10 percent in Fujian, 
both exceeding the national rate of 7.2 percent. In 1386 provincial 
revenues increased 10.5 percent in Guangdong and 20.5 percent in 
Fujian while exports grew 27. U percent in Guangdong and 47.2 per- 
cent in Fujian. As o. the end of 1980, both provinces had signed 
with foreign companies over 7,000 contracts involving the use of 
foreign capital. 81 ___ _ .. - 

Regardless of their special status, both provinces also have been 
affected by the current retrenchment. The central government's 
funding for capital construction projects in these two provinces has 
been curtailed, and as a result a large number of projects has been 
halted or deferred. F.ujian's capital construction investment for 
15)81 is to be reduced by more than one-third from the 1980 level. 
However, both provinces wiT continue to have special economic au- 
thorities, and long-term development programs are being formulat- 
ed." 2 



N,t A pngt-U LdiUmK for thi joint prospecting »nd exploitation of oil in- the Ylntfehai V«tin._of 
thi South ( htriii S a is unckr discussun between the China Petroleum Company and tencan 
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niescoyrnmi u 100.000 kilometer seismic survey of South China Sea and South Yellow ^a. An- 
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-*> New China News Agency dir. patch; June 10; 19H1 in World Journal, New York, Ji 

1 Tht*"])rovinLi;il leadership in Fujian now envisages the establishment of a number of eco- 
nomit b ises forest rv animal husband rv fish c r a s cash c tups.. 1 itfht a n d tex tile i n dustries for- 
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labor-intensive activities durine the 1080s and on technology-intensive activities in the 1990s. 
Industrial sectors currently selected for accelerated development include sugar refining, food 
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To implement these progniiiis will require large amounts of' for- 
eign capital; as the central government is not in a position. to pro- 
vide substantial financial support. Both province.^ are_actively seek- 
ing foreign and overseas Chinese investment. So Far Guangdong ap- 
pears to have had greater success than neighboring Fujian, primar- 
ily because Guangdong is more developed, is closer to Hong Kong, 
and has more experience in economic dealings with the outside 
world. _ 

The most important feature of the special policy for Guangdong 
and Fujian has to do with the establishment of special economic 
zones iSEZsl which will be open to all sorts of foreign investment, 
including wholly owned foreign enterprises. These zones are to 
have not only industrial projects, but also agricultural undertak- 
ings, tourist facilities, la bo rat ories and i nst itutes, and resi dences. 
Industrial projects- in the zones will be mostly in light industry, 
manu factu ring, p rocessing, texti 1 es, elect ron ics, and chemicals. At 
present SEZs are being set up in Shenzhen, Zhuhai and Shantou in 
Guangdong and Xiamen in Fujian. 

In August 1 !>*(), the National People's Congress approved regula- 
tions for the operation of Guangdong's SEZs. The regulations pro- 
vide for a 1") percent corporate tax rate compared to a 33 percent 
rate for joint ventures elsewhere in China, as well as tax holidays 
for certain types of investment. The regulations permit enterprises 
to dismiss workers according to the provisions of the labor con- 
tracts which they must sign with the workers after a trial period. 
In addition, preferential treatment wJll be given to foreign inves- 
tors with regard to the use of land, foreign currency control, and 
the importation of goods. 83 

Shenzhen, adjacent the New Territories is the largest SEZ and 
has shown the most rapid development. The zone is divided into 
three geographically separated areas with different functions and 
specializations. 84 At present, there are about 500 enterprises with 
varying degrees of foreign investment participation in Shenzhen. 
So far businessmen from 33 countries have gone there to discuss 
investment possibilities. 8 n The SEZ in Zhuhai, near Macau, will 
also comprise three areas totalling () to 7 square kilometers, and 
planning is essentially completed. A number of contracts have been 
signed, and several joint ventures and one wholly foreign-owned 
enterprise are already operating. The SEZ at Shantou, the main 
port city of eastern Guangdong, is still in an early stage of plan- 
ning. Reportedly. Hainan Island, off the Guangdong coast, will be 
granted special rights similar to those of an SEZ. Some of these 
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rights also will be extended gradually to Guangzhou and other 
cities. 815 

The State Council has approved the establishrherit of the first 
SEZ in Fujian — a 2.i5 square kilometer area in Hull on Xiamen 
island. Ir. the initial phase of development, construction will be 
cbhiviitrUiL'd on a 1.1 square kilometer area. Ground leveling and 
construction of public utilities s t a rt ed i ri October 1981 L Current 
plans w.iil for the zone to begin, operations in 1982; Dongdu, a jnew 
port in the vicinity of the. Hull SEZ, is unc'^r construction. When 
completed, it will have a 12 million ton cargo handling capacity per 
year, with at least 20,000 tons annually in containers. Other infras- 
tructural projects, including airports r railways and telecommunica- 
tions facilities, are being expanded, in Xiamen. While regulations 
governing the Fujian SEZs have not been published yet^ they prob- 
ably will be modeled on those for Guangdong SEZs. The provincial 
leaders}] ip in Fujian has proposed to Beijing that the entire munici- 
pality of Xiamen be designated as a SEZ. If approved, preferential 
treatment given to foreign investors regarding taxation^ land use, 
foreign currency control, importation of goods and travel would be 
applied to Xiamer :*s a whole, covering a territory of 1,466 square 
kilometers. The .vision, of the current Fujian leadership is eventual- 
ly to transform the entire province into a SEZ: 

IV. PROSPKCTS KOK FOKKIGN PARTICIPATION IN CHINA'S CAPITAL 

CONSTRUCTION 

China s Open Economic Policy in Perspective 

The adoption of an open economic policy is said to be a "long- 
term strategic decision" made by the- post-Mao leadership after 
they had summed up the experiences of the country's economic de- 
velopment during the first three decades of the People's Republic. 
The main elements of the policy were preached by Deng Xiaoping 
in the early 1970s, and were put into practice during 1977-78. It 
gained approval at the Third Plenum of thv Central Committee of 
the Chinese Communist Party in December 1978.. 

Notwithstanding the current economic retrenchment, the leader- 
ship s commitment to the open economic policy appears to be genu- 
ine and firm. This commitment can best be understood both in the 
context of China's developmental needs and from a review of the 
evolution of Chinese foreign trade policies. 

China has a large, continentally based economy with a relative 
scarcity of arable land and a massive population. Agriculture re- 
mains backward, unable to generate a surplus sufficient to support 
industrialization. Energy arid mineral resources remain largely un- 
developed due to lack of capital and technical _ know-how. Inad- 
equate transportation and communication ; r) restructure not only 
prevents the country from an efficient distriouiion of food and raw 
materials, but creates a bottleneck for industrial growth. Thus any 
rational and measured development strategy for China would natu- 
rally include inputs of necessary materials, equipment, and know- 
how from abroad. 
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This content ion Ls consistent vvjth the historical experiences of 
developed and developing countries. Foreign capitaiand imports of 
technology and equipment typically provide the quickest, and per- 
haps most economical way, of accelerating growth in the develop- 
ment process. Without large-scale imports of Soviet machinery and 
equipment, for example, Chinas average rate of economic growth 
between _l_9f>3 and 1057 would have been reduced by 1.5 to 3.5 per- 
cent a year: 8 '' 



Since the inception of the People's Republic; Chinese planners 
have fully recognized the useful contribution that foreign capital 
and technology could make to economic growthr-Chiiiys foreign 
trade policies, therefore, have revolved around the established prin- 
ciple of "relying mainly on our own efforts while seeking foreign 
assistance as a supplementary means". Historically, these policies 
have gone through some rather dramatic fluctuations, reflecting 
changes in stages of development, economic policy and political re- 
lations with other countries. _ 

In the l'JfiO's, China's foreign trade depended heavily on the 
Soviet Union and Eastern Europe. The core of the capital construc- 
tion program during the First FYP was more than 400 projects, of 
which 1T>() were designed by the Russians. 88 Plants, equipment and 
technology for these projects were imported from the Soviet Union 
with the aid of some $1.1) billion in Soviet credits. About 11,000 
Soviet technicians and scientists, were sent to work in China, half 
in industrial enterprises, 18 percent in transport and communica- 
tions, and the rest in agriculture, education, public health, and sci- 
entific research. 80 - ; --- 

The Sino-Soviet split and the Great Leap fiasco caused Chinas 
foreign trade policy to become more inward-looking and narrower 
in scope. Imports declined in 1960-62 as the development strategy 
shifted toward more labor-intensive methods of production in part 
because of the withdrawal of Soviet technical assistance. Exports 
also decreased due to domestic production difficulties. During the 
post-Leap recovery i963-B5; foreign trade wa 1 reoriented toward 
Western Europe and Japan. They became the sole source of com- 
plete plant imports by the PRC. 90 _ . ih>s - 
Fo reign trade again became less important during the late laous 
when the Cultural Revolution created strong anti-Western feelings. 
In the early 1070s when the economy began to recover from the 
disruptions caused by the Cultural Revolution, China's trade rela- 
tions with Western countries became more open and expansionary. 
The PRC apparently decided to launch an active program of tech- 
nological imports. The value of complete plant purchases from 
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Western Klirbpe aii<l Jiipiiij expanded sharply, reaching a peak of 
$1,2 billion in i»7:i:»" 

At abo lit the same t i me , a n urn be r of Chin ese press articles ex- 
pressed concern over the possibility of over-reliance on imports. 
After Deng Xiao pi rig's proposals to relax the self-reliance stance 
became, known in the latter half of 1975, the radicalrcontrolled 
hied ia launched U i cam paigri to discredit Deng, accusing him of 
among other things, having practiced the /'slavish comprador phi- 
losophy". In fact, no political faction in China had denied the use- 
fulness of technology and equipment imports ; not even Seng's fier- 
cest critics sh owed stro rig a n i m os i ty tow ard sue h imports. At iss ue 
was the degree of reliance on imports and the manner of their fi- 
nancing. 

The purge of the "Gang of Four" signified a significant shift in 
China's economic arid trade jiolicy. It was apparently decid 
China would pursue an open foreign traae orientation to a degree 
unprecedented in the People s Republic. Nearly all ideological bar- 
riers to trade were gradually removed. These drastic steps were 
taken probably because of the recognition that the damages to the 
Chinese economy caused by the Cultural Revolution were so great 
and far-reaching that a speedy arid successful recovery could not be 
achieved with China's own resources. This led to the Third Plen- 
ums decision to adopt the open economic policy as part of a long- 
term strategy. In a sense, this decision represents a case of making 
a virtue out of riecessitv. Irrespective of the retrenchment and cut- 
back of capital cons) riii 1 ' ion, the central elements in the new 
policy — increased fore 1^,1 trade, selective use of foreign funds, tech- 
nology imports, and economic cooperation and technical exchange 
with other countries — will continue. 

Const mints on the Use of Foreign Capital and Technology 

The re a re a number of con s t r a i n i ng _ f a c to rs whi c h will _ 1 i mi t 
China's capability to absorb foreign capital and imports of equip- 
ri) en t_ a n d t ec hnology ._ First of all, t h ere is a foreign _exc h ange .con- 
st raint: The size of China's foreign exchange earnings is deter- 
mined p r i rri aril y by ex ports. ( E xports cons titute rough 1 y 8 5 pe rcent 
of China's foreign exchange earnings). In the next few years, how- 
ever, Chinese exports are riot likely to grow very rapidly. 

Crude op has been a leading export constituting about 15 percent 
of Chinese hard currency export earnings in recent years. But 
China's petroleum industry is plagued by major difficulties result- 
ing from mismanagement, undercapitalization, and low productiv- 
ity in the past. Output declined last year, and is expected to drop 
further in the next several years. Oil from offshore basins- can not 
be brought into large-scale commercial production much .before the 
end of the decade^ Thus it appears highly unlikely that crude oil 
will continue to be a major source of export earnings in the 1980s. 

Traditionally, China has relied on agricultural products and on 
processed or manufactured goods using agricultural products as 
raw materials to provide about half of its export earnings. But Chi- 
nese agriculture is growing too slowly to become a major source of 
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export expansion China has imported large quantities of grain 
each year for two decades, the PRC also exports roughly 2 million 
metric tons of rice a year especially when the price ratio between 
rice and wheat on the World market is in- favor of the former: How- 
ever: for the foreseeable future China will almost certainly remain 
a net importer of grain primarily because of the inability of Chi- 
nese agriculture to yield a sufficient surplus for the urban sector, 
and because the Chinese are projecting ionger term dietary 
changes for the urban population. The problem is aggravated by 
the fact that Chinese agriculture is .still -vulnerable to weather 
changes. Poor harvests are usually followed by larger agricultural 
imports, thus reducing the amount of foreign exchange available 
for nonagrieultural imports. 

China is particularly rich in coal deposits. Verified reserves 
throughout the country now are placed at in excess of (>()() billion 
tons. In view' of the growing world demand, coal could replace 
crude oil as China's major export commodity. However, China's 
coal industry is also faced with some difficult problems due to ne- 
glect over the past two decades. The Chinese now have an active 
program lor the development of the coal industry, and a number of 
coal mining projects with a jbtal capacity of 78 million tons are 
under construction: When completed, they will expand greatly the 
exportable surplus of Chinese coal. But the main problem will be 
transportation. A construction program to expand railway and port 
facilities is underway. 1 ' 2 The program is designed to increase the 
capacity of shipping coal from Shanxi and Inner Mongolia to 
Qinghuangdao, from Shanxi to Qingdao, and from the Yanzhou 
mines to the new port of Shijiusuo. Although these facilities, when 
completed, will greatly ease the transport problem, many more 
facilities will have to be constructed if China is to export large 
quantities of coal. 

In the short term, therefore, the only important source of export 
growth is manufactured goods. Textiles and other light, manufac- 
tured goods are China's key traditional export commodities, and 
currently are given top priority in the allocation of resources. The 
Chinese believe that their machinery industry can be developed 
into an important export sector. They also hope to develop the elec- 
tronics industry by using imported equipment and techniques to 
produce for both domestic and foreign markets. Exports of these 
goods will depend on China's ability^to expand production facilities 
and improve product quality. Competition from other supplier 
countries and restrictive measures by importing countries will 
place constraints on these exports. 

China's shortage of energy and raw materials and limited manu- 
facturing capacity for the supply of auxiliary equipment are also 
factors wh|c_h inhibit the growth of imports. There is already evi- 
dence of underutilization at many recently imported plants, due to 
the lack of energy and raw materials. For example, this was clearly 
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a riiaj'-- r*< lor underlying the recent cancellation of a number of 
project j > ; ich wouW have consumed large amounts of crude oil 
e nd tier.' lie power. I', has been estimated that in the 1910s,- four 
y;. h:; of domestic inpui? were required to support every U.S. dollar 
■A c ipiU?i '-quipmeht i/opbrts. 

r"'!'i: ; .*i , China's. ability, to absorb foreign capital and. technology 
: -?or ^triiihed further by the shortage of high echelon scientific, en- 
gv-: »•-. r*xvj t and managerial persbhn?il.. To staff the complete plants 
import- v ; ri recent years, the country has had to acquire many 
thousands of production engineers, technicians, supervisory person- 
nel and Grilled workers. To select, adapt, disseminate ^nd develop 
foreign : . chnology will require additional high-grade technical 
manpowvr to undertake adaptative and developmental research. 
The Cultural Revolution created a considerable gap in the supply 
of such manpower, severely limiting China's capability of techno- 
logical absorption. 

Future Outlook — Priority Projects for Foreign Participants 

Despite China's greater "openness" toward foreign trade and in- 
vestment, the current economic retrenchment, coupled with var- 
ious constraints on repayment and absorptive capabilities* will 
limit the immediate and short-term (1-5 year) prospects for large- 
scale participation in Chinese capital construction projects. In the 
next few years, however, significant business opportunities could 
appear in a number of selective projects. Although detailed plans 
have yet to be published by the Chinese government, certain prior- 
ity sectors are clearly discernible. _ : 

During the current FYP (15*81-85) which is centered^ on the read- 
justment of China's basic economic structure, prospects exist for 
varying degrees of foreign participation in the following projects: 
Renovation of existing facilities; 

Exploration and development of energy resources, especially 

... electric power, coal and oil; 

- Construction and expansion of transport and communication 
fa c i \ i t ies , ex pec i al ]y_ ra i 1 way s , ports an d telecomm unica ti on s 
systems, and infrastructural projects hi cities and industrial 
zones; 

Certain lagging industries such as construction materials 
and packaging materials; 

Educational and scientific research facilities; ^ _ _ 

Small and medium-size projects which require less invest- 
ment, yield faster returns and generate potentially larger 
export earnings, such as those in light industry, the textile, 
chemical, metallurgical, machinery and electronics industries 
and tourism; 

Agricultural projects (farming, forestry, water conservancy, 
livestock, and fisheries); 

Some of the ongoing projects which have been stopped or de- 
ferred owing to a lack of funds. 
The key to foreign participation in China's capital construction 
appears to be financing. As noted earlier, China has come up with 
different new arrangements with foreign companies for various 
projects because of shortages of, both domestic capital and foreign 
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exchange. (Jerieraiiy speaking, Chinese projects with potential, for 
foreign participation may be grouped into four categories according 
to type of financing arrangenients; . .. 

One category consists of large-scale projects requiring a lengthy 
gestation period r yielding low rates of returns and earning no for- 
eign exchange. Included are projects in electric v -ver: transport 
and telecommunications, agricultural infrastr> <ct aiid education. 
To the extent that these pn'^:^:- will rcqi' ^' b ; !gn equipment 
and technology, the currcn* l 'hi new prefere ' r \ -o seek financing 
through long-term, lbw-inte. «\st or free \o-Si\r * ^ the government's 
guarantee of repayment. Sine- Ihesv loans are hard to obtain, the 
Chinese appear to have not rur»d out the use of somewhat higher- 
cost government loans, such as Export-Import Bank credits, to fi- 
nance the purchase of bndly needed equipment and technical serv- 
ices — 

At present, China has two soft-Loan agreements. The Belgian 
Government has offered an interest-free loan equivalent to $31:5 
million to be repaid in <id years. It will primarily be used to finance 
the purchase of generating equipment for two 300-megawatts (MW) 
coal-fired power plants near Pingdingshan. _ s _ 

The other soft-loan agreement was reached with Japan m early 
1980, Japanese yen-denominated loans amounting to 350 > billion 
yen i$1.7f> billion), to be paid -out over five years from Japan's Over- 
seas Economic Cooperation Fund, are used to cover the foreign ex- 
change cost of six construction projects: two ports, three railways 
and one power station. The annual interest rate was set at 3 per- 
cent, with repayment to begin in the 11th year and complete in the 
30th year. The two ports are Qingh/angdao arid Shinjiusuo. The 
former involves construction of coal piers while the latter is to be a 
new port capable of accommodating 100,000-ton vessels; The three 
rail projects involve construction of a new single-track line from 
the Yanzhou coal_ mines to the new coal port of Shijiusuo, and 
double-tracking and electrification of two existing lines— the Beij- 
ing-Qinhuangdao and Guang/.hou-Hengyang Railways. The power 
project is to be the 1,500-MW Wuqiangqi Hydroelectric Power Sta- 
tion in Hunan Province designed to assist in mining and forestry. 
Construction projects for the ports and railways are well underway, 
except for the Guang/hou-Heniyang line which will take several 
years to be completely doubled-tracked and electrified: It appears 
- now that the Wuqiangqi power project will be delayed because of 
the current retrenchment 

The Chinese government is consulting with the World Bank on 
the first bate! of loans, to be used mainly for projects in education, 
agriculture, elugtoic power and port, development. A -S200 million 
loan has been Jipproved for financing purchases of equipment used 
in university education. Approval is pending for a hydroelectric 
power station in Yunnan Province, for an agricultural project, in 
Hebei, and for the expansion of three ports including Huangpu 
near Guangzhou and Xingang near Tianjin. . ... ...... 

The PRC has an agreement with the United States for technical 
cooperation in China's hydroelectric power development. An 
American delegation which visited China in the spring of 198C was 
briefed on Chinese plans for a number of hydro-power projects in- 
cluding those for Ertan and Jinping on the Yalongjiang River, 
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Tianshengqiao on the Nanparijjang Rivor and Lbn_tan,_ .Yaritari, 
Dahua arid Datengxia on the Hongshui River: At that time, the 
Chinese expressed their willingness to nave American financial 
and technical assistance in the development of sorr e of these proj- 
ects. It appears now that the Ertan. Jinping and Longtan projects 
will be delayed. The Dahuri station is under_constructiqn: Construc- 
tion of the Tianshengqiaw; Yantan and Datengxia stations will 
probably start during the current FYP. 

The 1,209-MW Datengxia station is designed to supply electricity 
mainly to Guangdong Province which has great unmet demand for 
electric power. A nuclear power plant has been proposed for the 
province arid negotiations have been undertaken with several for- 
eign companies. .. _ 7 __ 

The second category includes large-scale projects which require 
lengthy gestation periods but are potentially capable of yielding 
high rates of returns arid generating, or saving, substantial 
amounts of foreign exchange. Most of the projects in this category 
have to do with construction or modernization of coal mines or ex- 
ploration and development of petroleum resources. Natural gas and 
nonferrous metal projects , could be included in this category, if they 
are assigned top priorities in the short term._ _ 

China has obtained a $2 billion, 15-year loan at 6:25 percent from 
Japan's Export-Import Bank. The loan will be used primarily for 
oil exploration and coal development projects: The Chinese are 
likely interested in receiving more resource development loans on 
similar terms. But the chief financing methods that Chinese plan- 
ners seem to have envisaged for the development of coal and oil re- 
sources are various forriis of international cooperation, such as 
compensation trade, product sharing, joint ventures and other simi- 
lar devices. The main idea is to employ foreign capital and technol- 
ogy-through these devices, and repay them in future output. _ 

Under China's current development plans, special emphasis is 
placed on the expansion and modernization of existing coal mines 
and the construction of new ones. Foreign participation has been 
sought for most of the eight major coal bases. Four are in China's 
old mining areas— Kailuan in Hebei, Datong in Shanxi^ Pingding- 
shan in Henan-and Xuzhou in Jiangsu, and four are newly estab- 
lished— Liupanshui in Guizhou, Lianghuai (Huainah and Huaibei) 
in Anhui, Yanzhou in Shandong and Huolinhe in Inner Mongolia. 
Discussions also have been held with foreign companies, including 
Japanese, British, American, and German ones, on the develop- 
ment of certain mine sites '?ul iide those bases, notably Gujiao and 
Pingshuo in Shanxi, and Jungar and Yiminhe in Inner Mongolia. 

Until the Japanese Eximbank loan agreement was signed in May 
1980. foreign involvement in Chinas coal development had been 
limited primarily to equipment sales and technical studies. Among 
the latter the most significant one was the design of the Huolinhe 
coal base, an open-pit mining complex of 20 million tons capacity, 
by two west German firms. A British firm conducted a feasibility 
' study for one mine in the Datong complex. 

The untied Japanese Exim funds will be used to finance the con- 
struction of seven coal mines. Four of them are in the Gujiao dis- 
trict in Shanxi— Xiqu, Malan, Zhenchengdi and Sitaigou; two in 
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the Yan/hou complex in Shandong— Baddian and Jiangzhuang; and 
one in the Kailuan complex in I iebei~Qianjiayin£. o:i . 

Reportedly, China. has held discussions with British and- French 
companies on loans to develop Chinese coal mines. China has also 
discussed with an. American company, the Occidental Petroleum 
Corporation, about possible cooperation in the development of the 
Pingshuo mine. In addition to vo:\ ] mine development, China h: , 
also discussed with foreign counUii-s .for assistance in the deve! p- 
ment of the gasification and liquefaction of coal. 

Faced with the prospect of stagnant oil production levels in the 
next several years, China's needs for Foreign assistance in oij explo- 
ration and development has become urgent. At present, the PRC 
has four contracts with Japanese and French companies for joint 
exploration in the Bohai Bay and the Beibu Gulf of the South 
China Sea: Under a Si no- Japanese agreement, Japan will assume 
about $200 million in exploration costs and each side will share 
almost equally the cost for development. In return, Japan will re- 
rcivc slightly more than 40 percent of the oil when it comes on 
stream. The agreement reached with two French companies, Total 
and Eif-Aqultaine, calls Tor these companies to pay 49 percent of 
the exploration and development costs and take a share of produc- 
tion; " 

The terms used in China's agreements with. Japanese and French 
companies are likely to become a model for Chinese contracts with 
the foreign oil companies in the upcoming negotiations; Beginning 
in May 1979 some 46 foreign oil companies participated in a 
lUOiOOO-kilbrrieter seismic survey of the South China Sea and ~, _th 
Yellow Sea; These companies were willing to pay for the cost of the 
surveys in hopes of eventually obtaining development aad produc- 
tion contracts. The survey work has been completed, and relevant 
data have been submitted to the Chinese authorities- The PRC is 
expected to invite all of these companies to enter for the bid on the 
exploration contract, soon. _____ . 

China also has invited a number of foreign oil companies to 
enter into joint development of the onshore resource Several oil 
companies including Exxon Corporation, Occidental Petroleum Cor- 
poration, Union Oil Company of California, Conoco Inc.. Tenneco 
Inc.. ENI (Italy), the Romanian State Oil Company, the Japan Na- 
tional Oil Corporation and Shell Oil Company and Royal Dutch/ 
Shell have sent experts to visit onshore oilfields and newly opened 
areas. 



'the Xxuio miru has 570 million tons of verified deposits, and is designed to produce < mil- 
lion urns of coking coal a year. Construction .started in 1978 and completion is scheduled for 
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11IK7. The Malim mini- has_JJ)5 billion tons of verified deposit, and annua l-PFOdu& 

tioa CAipacitv of 1 million tons of coking coul The development i» scheduled Tor 198^1 J8X. The 
estimated deposits it Zherichenrdi are put it W) million tons Construction of 1/) million ton 
mine started in JUMI and is to be completed by 1987. The designed capacity of^fr&jaigou mine 
is 4 roil Lion _Ums of coking coal and the construction period is scheduled for-IHHU-1 JWH. - - „ 
Coal r, serves at Ra^h »n are estimated at >70 million tons. The mine is designed proucei 
million tons of coking coal a year; construction started in 1977 and is to be com dieted by 1986. 
Thr- Jiangzhuang. mine has verified deposit* of MO million tons, and wiU have an annual de- 
Sigmid. capacity of 1,5 million tons oPsteaming and coking coals. Construction began in 197 J and 

the target date for completion is 1'JHfr . - - , - r r yr . 

The Qianjiaying jnihe^ JocatM southwest of the Kailuan complex, has proved reerves or.i*J 
miUioh Xons. The mine has a designed capacity of 4 million tons of coking coal a y ar. Construe 
tion started in 1979. and is scheduled to be completed in 1987. 
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.. The. Chinese fmvr two contracts wit h . foreign companies— one 
F re rich a h cl o ii e A r n e r ica h i ( J * •< >s< > ii ret • _of 1 1 o Us to n !— to con d U c t _se i_s- 
mic surveys*- in Xinjiang and Qinghai: y :' China's Oi I and GasJExplo- 
r a t io ha nd Development Con >orati 6 ri s ig ned a contract w 1th Pa rk e r 
Drilling Company of- Tulsa; Oklahoma, for directional drilling in 
the Western part. of Kara hi a^. il field in Xinjiang. This is believed 
to be China's first onshore drilling contract with a foreign compa- 
ny. 

In the short term, China is" likely to concentrate its efforts on off- 
hore development because of the shortage of personnel and fi- 
nances. Onshore seismic exploration is rriUch rilore costly — estimat- 
ed at $"i;00(j per linear kilometer in contrast to $500 per linear kilo- 
' ■ * * t e r for offshore exploration. Most of the foreign companies 
vould oniy consider undertaking onshore surveys on an at-cost 
basis. Fix rt her. it would reqii i re an enormous expense in transport 
infrastructure to bring crude oil- from the country's far west fields 
to eastern markets or ports. China's current economic retrench- 
ment precludes a plan for transport development on such an ambi- 
tious scale. 

A third category includes smaller-scale projects which require 
shorter construction periods, yield higher and quicker returns on 
investment, and are potentially capable of earning or saving for- 
eign exchange: Foreign participation in these projects may take a 
variety of forms including export processing, compensation trade, 
cooperative production, contractual ventures and joint. equity ven- 
tures. Generally, these projects tend to be labor intensive and 
export-oriented, and most of them are likely to be located in coastal 
provinces, especially Guangdong and Fujian. The projects can be 
agricultural undertakings, tourist facilities, residences and indus- 
trial plants. Industrial projects will be mostly in manufacturing, 
processing, textiles, electronics and- chemicals: 

The utilization of foreign funds for a project, no matter what its 
form may be, will be made on the basis that both repayment and 
payment of profits have to come from the earnings of the project. 
In principle, part of the output of an enterprise with foreign par- 
ticipator, must be for export so that foreign exchange earnings can 
cover the payment for imported materials,, foreign investors' prof- 
its, and the salaries of foreign employees. In other words, the via- 
bility of the enterprise depends on its ability to achieve a balance 
of payments in foreign exchange.^ r> _ 

By the end of 1980, China had arranged- 20 joint-equity ventures, 
more than 300 contractual ventures and over 350 compensation 
trade projects. Through these means, foreign capital, equipment 
and technology valued at some $<S(>() million had been introduced to 
China. *' r> In hopes of attracting more foreign capital and technol- 
ogy; the Chinese are in the process of formulating additional com- 
mercial arid economic laws arid regulations to provide more incen- 



u * 1 1 1 < I ; i IU r contract c. ills for ( it os( iu rc < lit |> r u v. ulr in rl *i|M* rat t __t b_r ee . com p lately . eq uipptd 
srsmu crt ws Indii d il l pntfMKUtt! : miter and t:> sujH»rvrw ind train iH rsonnt l from thc Chin i 
ivtroleum Company in ih»' central part of the Qnidam tftLsin in Qinwhai. For details, see Oori 
Jones-. ' knticinK KorejK r ni*rs Island". The China Biistni'ss Ht'i 'tviv, Sept!-Oct; lOHO, pp. 50-52: 
Ji ChonK^'t'i- "China s Utilization of Foreign Funds and Relevant Policies". 
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lives for foreign investors The-, extent of .foreign participation, in 
the next lew years will hr of particular importance in determining 
the degree of success of the special economic /.ones in Guangdong 
and Fujiah. _ __; ; . . : 

The final caU-gorv of projects is those designed to upgrade exist- 
ing facilities. China now has about :*S0;000 industrial, and transport 
enterprises But most of them, including more; than : 1, 000 large and 
medium-si/ed kev enterprises, are backward in production tech- 
niques ami management methods. The Chinese now believe that 
technical renovation of these enterprises would represent a more 
efficient wav to improve domestic production capacity than con- 
structing new plants. A large share of state investment funds has 
been allocated for the renovation program. ... 

China has selected Kill industrial projects to be discussed with 
foreign companies in an. investment promotion conference at 
Guangzhou in June 1.0S2. Wit h a few exceptions, these, projects, will 
involve mainlv refurbishment and expansion of existing facilities. 
In addition, a' number of provinces and municipalities have pre- 
pared their <>v. ri lists of existing plants designated for cooperation 
with foPM'm companies. Such cooperation may take different forms 
including r compensation deals, joint ventures, coproduction and 
technology licensing. . _____ 

The earliest example of a compensatian trade arrangement was a 
trilateral deal involving a Hong Kong firm and an Amerv n com- 
pany- Container Transport International, to produce ma-, le con- 
tainers in two Chinese plants. More recent, examples are the 
Sh-mghai Aircraft Factory's contract with- McBonnel Douglas to 
supplv doors for DC 0 jets and the Dalian Shipyard's contract with 
Baker Marine of Houston to manufacture parts for two oil rigs and 
repair a third one. nu , 

One of the first joint venture agreements was between cmna 
Construction Machinery Corporation and Schindler Holding AG, 
Switzerland and Jardine Matheson & Company, Hong Kong, .o 
form China-Schindler -Elevator Company, Ltd., using existing 
plants in Beijing and Shanghai. The agreement en!'-;; lor a con- 
tinuous technology transfer over a 20-year period, viore -cently. 
several joint venture agreements have been reachec with >■ anese, 
American and German firms using Chinese existing ' ! ■ - to pro- 
duce such products as process-control instruments, va; mmu pumps, 
pharmaceuticals, and television sets. In all of these .agreements, 
China is assured of the transfer of manufacturing know-how tor a 
considerable period of time. . . 7 

China has a number of coproduction agreements with Japanei 
American German and French firms. The most important agree 
ment so far appears to be the one signed with the French company 
Aerospatiale for joint production of French Dauphin helicopters at 
a Harbin factory. The engines will be built al a plant in Zhuznou, 
Hunan Province. Both merries will produce under license for an 
additional three-to-four-year period after the current contract ex- 
pires in 19-ttf). : 

» 7 j{~ q u "The CreaLiun and I - vHopnient of .Joint Knu-rprises Uslntf Chim-si* and Foreign 
Capital". Zhonk'quo Duiwai Maoyi. no. 'I May- J u nr. li'Sl, pp. 2- A. 
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To upgrade, existing: j espe ialiy in the machine-building in- 

Uustrv\_Uu^ Jias made a wide variety of technical 

assistance arrangements, including licensing; with foreign compa- 
nies. In most cases, these arrangements were made in association 
with compensation crude; joint ventures and coproduction In a few 
cists, h o we\ei;, lb re ig n : «u p p 1 i e rs w i 1 1 be pa id fi xed 1 u mp-sum 1 i- 
cv rising fees without any commitment to buyback: 
. ? >; . Allien t ef cash for licenses is _ illustrated in the contracts with 
VVestinghouse ancj Combustion ft ngineeringsigned in Lute 11)80 to 
produce advanced turbines, generators and boilers in China under 
license; Both American firms will supply the majority of compo- 
nents to be assembled at five Chinese factor les^a turbine factory 
and a boiler factory -jach in Harbin and Shanghai and a boiler fac- 
to ry n ear Be i j i rig. A n o ther e x ; i mpl I m ay be s ee n in t h e agree rrj e n t 
between the Chin:; Machine BuUding International Corporation 
.*nd A i 1 i S:C h a 1 m e rs for t h e Am o r i c an com pa n y to ass i s t the C h i - 
nese to upg^de hydraulic testing laboratories in Heilongjiang, Si- 
c h i: a r ; . r ■ < J /• ' i anj i ri H 

. ..The. ' <*vm (a-H) years' prospect for foreign participation in 
China',- < . >v .A construction will hinge on the PRC's ..success in ac : 
quiring >:eign capital and technology through various arrange- 
ments for the p rejects i h t he a bove fou r ca tego r i i es __i n the n ex t fe w 
years. That success will greatly facilitate the current readjustment 
j ) r o cess , and a s u cc es s f u 1 re i d j us tment w ill a 1 m c * ce rt a i n !y mean 
a greatly increased role for foreign capital, equipment and tech no 1- 
».•»;_.> n China's development planning. That success also will in- 
ert- * China's repayment and absorptive capabilities, as well as its 
confidence arid experience in implementing a more open approach. 

Looking beyond if)Sr>, it is almost impossible, even for Chinese 
planners, to suggest a list of specific projects requiring the partici- 
pation or' r >reign business. Detailed priori? iv-- for l!)8()-00 will be 
determined on the basis of the results of implementing the current 
FY P. Therefore, much will depend on what will have happened in 
the i -*xt five years. But it may be instructive to discuss in broad 
terms the? long-term prospect for some of the currently favored sec- 
tors. 

It appears, almost certa i a that both mergy and tram? port wil 1 
remain top priority sectors in the lon^ run: This is not aniy.be- 
ca use both se cto rs a re of c r i t i c a 1 import a n ce in eco n o mi c d e vol op- 
ment, but a ho because both. are. grossly underdeveloped in China: 
Fur the r, both req u i re I engthy devel op me n t t i me, and wil 1 1 1 kely 
continue to be an important part of any capital construction pro- 
gram in the next 10 yeai*^ arid beyond. 

China has a long-term program for the development of hydro- 
electric power. Two big power projects have been proposed for the 
middle reaches of the Huanght 'Yeilo-v River — the 1,500 MW 
Longmenxia station in Shanxi Province a ivJ the 1,(>00 MW station 
at Xiaolongdi in Henan Province. The Throe-Gorge water project 
along the Changjiang (Yangtze) River, th^ largest construction proj- 
ect ever contemplated in Ch in a, rici s beet- under consideration for 



— '■' * Fo r -rece n t -d isc uss ion of -tech notary t ran sfe rs to Ch 1 n a , -see Dor i Jon es,- ' ' Rec ' t v n g the 
Electric Power Sector"; arid Martin Weil. "TocKriblo'jy Transfers *. both :n The Chi :i Business 
Renew. March-April 1!»H1; pp. and pp. 21-28. 
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m >ri thm JU v< n . Tli< l.uj est hydroelectric base in China is 
being piiuiiicd on t he banks.nt the Jinshajia: River from ShigU in 
Yunnan Province to Yibiri City in Sichuan ..l.'rovjnce.. There would 
be S hydro-power projects with a. total, of 4<),000 MW planned capac- 
ity Some '0 hvdrb-power projects with a total planned capacity pj 
jT-iiiiii 1!> < ; )ii MW are being planned on the Yalongjiang River in 
Sichiiah i Wince. Another hydroelectric base with about 10 sta- 
tions is b- : mg designed for the Nahpahjinhg and HcuiRshui Rivers 
to prbvicji energy needs for economic development in Guangdong 
and Guam'* i .... , 

f)v»»r the o<»\t ji) to 20 years, the Chinese plan to build a number 
ot c-al-il'-ed oower plants. A new_steam power base is forming in 
tlu- watmig coal mmmg area in Shanxi Province, Another steam 
power base is developing in the important coal centers of Huainan 
and Liuaibei in Anhui Province. A third h.ise is to be at the new 
Yan/.hou coal co mplex in Shandong Province. China is planning to 
develop a six-plant site in Pingdingshan, Henan Province where 
two thermal power plants have already been constructed. _In addi- 
tion the Chin se have plans to build thermal plants in the cool 
complexes of lluo'inhe, Yiminhe, Xuzhou and Liupanshui. A 1,200 
MW thermal power plant is being planned for Guangdong Prov- 
ince' this plant, the Shajiao Power Station, will be located in 
Humen Commune in Dongwan County near the mouth of the Pearl 

River. 

China is beginning to consider a long-range nuciear energy pn> 
gram A number of Chine. * nuclear specialists have recommended 
the construction of six. <J00-11U0 NiV/ nuclear power plants by 
-two niams in each of three locations: Guangdong: Shanghai 
and Liaoriing J rovince: . , 

The long u i ,n prospect for inte< Jic.nonal cooperation in China s 
coal mine development appears t : h,> uu^e pmn 4 ,ing. The Chinese 
have sought such cooperation ir io» oi -v. .npensation trade, 
product sharing, or joint ventur , ^,yj/\r oi "long-range prior- 
itv" mines. Th< most important : ^ne^c rur^: are^ . 

*Jungar Banner in Inner Mongolia— Ne*v coal deposits with 
proven reserves of some 14. tf billion tons have been discovered n. 
an a.ea of 1,723 square kilometers. China- hopes to develop the 
J'iiigur mines into a producer of 40 to oO million tons of steam coal 
annually by 1W0. . : u rt , 

The Yino^he mine in Inner Mongolia— The mine s to have a de- 
signed caput, iy oT 10 to '20 million tons- annually, including 3 mil- 
lion tons of brown coal. A liquefaction plant is being planned there, 
perhaps using Japanese or West German technology. 

The Huolinhe coal base in Inner Mongolia— EarUr plans called 
for joint development of new pits and open-cut mines with. foreign 
companies in the form of compensation trade or jojnt ventures. 

Two mines— Xishigou and Tenglan— in the Guuao district of 
3han::i Province were earlier proposed as compensation trac^ or 
production sharing projects. The production capacity would be 4 
million tons of coking coal at Xishigou, and 4 million tons at long- 

la By the late 1980s offshore oilfieldr are likely to begin commer- 
cial production on 2 significant scale. Emphasis will probably then 
shit" 'd onshore oil search: As noted above, onshore exploration and 
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prospecting work jinve ;i 1 1< i<J y been stepped Up., and some. techni- 
cal assist a nee and equipment supplv ( on tract have already bet a 
signed. But extensive infrastructure, development will be necessary 
tu ru; ^ r cc i iii hit • rc i j i 1 production in the remote fields feasible. 

Among, the prospect ive_ onshore oilfields, the following appear . to 
Have ^ood potent ial: : t lie ; /liihg^ar and Tarim basins in Xinjiang; the 
(Jaidarti- Basin in tjinghai: krcios in t: ;- Shaanxi-CUinsu-Nigxia- 
Inner Mongolia region; the Sichuan Basin; the Nanpanjiang area 
hi (.i-uangxi. (hiizhou and Yunnan; northern Jiangsu Province; and 
theDagan oilllehj in Hebei Province. 

China's current transport policy seems to center on the modei'n- 
i /at ion and expansions of existing rarlwavs and ports. In the latter 
hall" of this decade, transport development will lively continue to 
focus ( i rarlwavs and ports it foreign trade as •veil as coal and oil 
deveK aient plans are- to proceed as projected But emphasis es 
iikel;- to shift to canstraiction of" new f ^<-- :,: 'ie^— Highway develop- 
ing? ' probably will be given greater • < The PRC now Has a 
ir program to expand existing r build new roads and 

• l ^ways 

!> ;•. i'if-s the energy and transport sectors, some of the projects 
ach .have been postponed because of the retrenchment may see 
s ven light again Among them* aire a numbei of » on ferrous metal 
projects. China is grossly .deficient in non ferrous metal production, 
and has become more reliant on imports to meet industrial^ growth 
requirements: Yet the country is endowed with large deposits, of 
scch minerals. The original blueprint for the ' establishment of nine 
nonferrous metal complexes was designed with the aim of enabling 
China not only to become self-sufficient in these metals but also to 
earn foreign exchange through sales abroad. The PRC had earlier 
discussed compensation trade arrangements and construction proj- 
ects with several American. Japanese and European firms Under 
the impact of the retrenchment and cutback in capital construc- 
tion, many of these projects, especially large-scale ones, have been 
put in jimho especially in view of the large requirements for 
ener •{>• _ and for logistic and trans por t si : pport by non ferrous metal 
production;" If the energy and transport site »tion will both im- 
prove • appreciably in the next few yea.s, wo'i.e of the non ferrous 
metal projects, at least on a reduced scale, are iikeiy to revive in 
the latter Half of the 1080s. 



,JM . f( appears: that China ijs. stilLactively. seek idttllaiDd..t^hnojQ|^Yfor.c{ i 1 rUuil 
n O.nfvrrj t us n leta I proj rets. j * i Ren rn i n i . V i ct ( 1 I io i rd i n d Vice P rcrs i d r n t of t hi? 

China IntiTnationai Trust and In vest men t Cor\*>: nembors of the Trilateral Commis- 

sion ait th: \U ijink me* tintfs in M iy 1 I>H i thsit hit pr: r: I ITIC is giving investment priority 

first t<* pn;jj t.s for thr txploit .it ion nf nonferrous mint r ii rt sources si!on£ with t hsit of co^il 
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Summary 

Since the announcement in 1978 of China's much publicized mod- 
ernization drive, Beijing (an'' the West) Have come to rea ize better 
rhe major economic problems facing the FW.' As a result, Bering 
was forced to shelve its overly ambitious Ten- Year Economic Plan 
: 1976-85) in favor of a slower and more pragmatic approach, Many 
of the large investment projects in the original plan have_ been 
scaled-down or cancelled; investment in agriculture and light in- 
dustry has been increased at the expense of heavy industry; and 
1985 production targets for key commodities such as oil. coa , and 
steel have been put off until at least 1990. The readjustment pro- 
gram, which wa.= launched in 1979 and originally scheduled to last 
three years, also is aimed at correcting an overcommitment of re- 
sources to capital^construction projects and eliminating sectoral im- 
balances, low productivity, and a poor hard currency Pf^j; 

Although Beijing has not y-- unveiled the 1981-90 economic 
olan it will likely call for the continuation ;v f retrenchment poli- 
ces kt least through 1985. Chi-v. probably will concentrate on over; 
Sing St enS in the economy, spurring the expansion o, 
export industries, a. d improvirr Mvinr standards: Ir . addition ^apj- 
tal construction is expected to oe held down oyer.the.nextR-yerg 
years: The modernization and expansion pf ] ex sting facilities 
should continue to take precedence ver w!" ole-plant purchase^ 
High priority probably also will be given to projects that require 
lesl hard currency, provide a quicker return on investment, and 
offer potentially greater export earnings. 

•Office of Policy and Coordination. Trade Development. International T.ii-* Administration. 
U.S. Department of Commerce. -rrt- iq«f 

This paper is based on information available as of the spn,.g of UHi 
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The level of China's jiurchases in the West over the next Four 
years depends ori the PRC's import requirements and what it 
thinks it can afford. In turn, China's hard currency import capac- 
ity — or what it can afford to buy in the West — will be determined 
by the amount of foreign exchange the PRC receives from the sale 
of goods and services; overseas remittances, tourism, arid commer- 
cial earnings; direct foreign investment; and Western credits; less 
the servicing of past _debt arid ..additions to foreign reserves. 

China's hard currency exports to the West — the PRC's major 
source of foreign exchange— are expected to slow in 1982-85, large : 
ly because of Beijing's efforts to improve living standards^ short- 
falls in oil production, and growing Western protectionism. Exports 
of manufactures especially textiles and other light industry goods, 
should continue to be the driving force behind China's hard curren- 
cy export growth. 

Under high and low scenarios, projected Chinese hard currency 
import capacity in 1985 ranges from $27.8 billion to $36.2 billion. 
Projected 1985 exports, meanwhile, total $29.2 billion to $39.0 bit 
]}}?}}.-. As a result, the imi •! 'ed average growth rates for China's hard, 
currency import capacity over the next five years are ii percent 
and IcS percent while the rates for exports are 9 percent arid 17 per- 
cent: 

As in the past, China over the next five years is expected to look 
to the West for specific machinery, semimanufactures, and grain. 
The retrenchment program along with cost-cutting measures, how- 
ever, should dampen the rapid growth of imports — particularly 
purchases of Western equipment — registered since 1970. Absorption 
problems and energy shortages also are expected to help hold down 
machinery imports, 

i 11 a p res u rri ab ly wi II t ry to keep i t s hard cu r re ri cy trade c 1 bse 
to halanced and minimize the use of foreign credits: Under the sce- 
narios, and medium and long-term r ~ed i t drawings over the next 
four years were held to $12-$1B biition, which results in a hard 
currency debt i:' yearend 1985 of .$10-$ 14 billion. (Drawings also ( in- 
clude credits received from- cooperative production ancLcompensa- 
tidn trade arrangements.) Beijing is expected to turn first to soft 
loans from international financial institutions and development as- 
sistance credits to help meet its financial needs. 

China's trade with the U.S. in 1982-85 should continue to grow 
but at a substantially i)%jwer pace. Agricultural products are ex- 
pected to dominate U. •. exports with semimanufactures — particu- 
larly inputs for China's 'ijjht industry — probably registering strong 
gains. 

Meanwhile,. Chinese exports to the U.J will continue to be hin- 
dered by the limriied range of goods the PRC has to offer. In addi- 
tion to the restricted growth of China's textile exports to the U.S. 
as a result of th e U. S .-PRC text ile agree ment , domestic se nsitivity 
in other import sectors could restrain growth: Sapply constraints, 
on the other hand, are expected to hold down PRC sales of fuels 
and other crude materials. 



1. Intkoihm-tion 

In March. iS^TS; China unveiled an . ambitious len-year economic 
plan i 1 ( .)T(;- Sf>) that incorporated the iii-firied.U?7tf-«i five year plan 
and marked a sharp departure From Beijing's past commercial 
dealings with the West; 1 Because of the 197f>-S. r > plan's heavy reli- 
,,iu( on imports- particularly Western technology and equip- 
ment -China dropped ideological constraints regarding the use of 
foreign credits and began activity seeking joiri t ventures with the 
West. including equity arrangements. The new .plan also gave more 
prominence to developing agriculture and light industry than in 
the past hut still continued to favor heavy industrial growth; agri- 
culture and light industry in 1978 accounted for only 11 percent 
and 5 percent, respectively, of state budget financed investment 
spending compared with aT> peivehi for heavy industry. 2 

One hundred and twenty . ,e-seaIo projects, heavily dependent 
on imports of Western maVhim ry and technology, were scheduled 
to he completed or at Least under way by 1985. The ventures in- 
cluded 10 iron and steel complex. . \) nonferrous metal complexes, 
s, C oai mines. 10 oil and gas fieUK :}(> power stations, 6 new trunk 
railways, and 5 key harbors. In addition, the 10 year plan set unre- 
alistic ~ 1!)*~> production targets for key commodities such as oil, 
coal, and steel. M 

Sectorial imbalances, low productivity, and a poor hard currency 
position, however, forced Beijing in 1979 to she!ve the 197(5-85 plan 
in favor of an economic "readjustment 1 ' program that originally 
was scheduled to run through 1981: As a first step toward solving 
the country's problems, priorities were reordered and investment 
for agriculture and light industry was increased at the expense of 
heavy industry. The lagging sectors that had constrained China's 
economic grewth- energy, transport, and building materials indus- 
tries— still were to receive high priority, however.. Beijing also 
scaled down, postponed, or cancelled a number of the 120 major 
"Juliets contained in the 1976--85 plan:. In addition, the 1985 pro- 
duction targets for several key commodities — oil, coal, and steel- 
were put off for at least another five years. Emphasis was put on 
improving existing facilities rather than on importing whole 
plants. At the same time, Beijing took : teps toward economic 
reform by giving state Jmterprises and local governments greater 
authority :br decisio -makh'g and implementing incentive meas- 
ures. _ _ - ■ 

The retrenchment period now is expected to last until the mid-. 
1980s since Cnina apparently has not met the goals called for by 
the original ^J-year economic "readjustment" program. The pro- 
gram has becri hampered by shortfalls in the 1980 harvest and 
stagnant oil, coal, and electrical power output. In addition, newly 
instituted economic reform measures have brought new problems 
while failing to come to grips wirh .some old ones. The central gov- 



' The Fifth Fivr-Yenr Plan < l!»Ti'. w»s to have been th*' springboard for China's moderniza- 
tion drive After a poor start Heeii use .of JxiliticaJ turnioii, unfavorable weather, and the Tang, 
shah earthquake, the Five- Year Plan v>a* incorporated into the Ten- Year Econ. 'n,c Plan (l!>7f:. 
Hi,;. 

2 The China Business Review. July-August I«>79. pp. ,'}6. •**< ... ... 

a 'China s Economic and Foreign Trade. 1978-79. ' U.S. Department of Commerce. September 
1979. 



eminent s task <>l imil rolling an already overcomniitted Capital 
construction .sector; lor example, has been made more, difficult by 
the decentralization of economic author 1 1 y Overspending oil con 
struc t ion couple d with rising wages resulted in state budget deficits 
the past three years. The imbalances in reached a record 

pillion .md the 1 !)S() deficit was. $7. a billion — one and one-half 
times the original target: 4 As a result; China was forced into an- 
other round of cost cutting that affected both existing and new 
proje:**.;s involving foreign firms: Projects that were., cancel led or 
suspt-iuled included the second phase of the $f> billioi. Bao. han 
steel complex, more than a dozen petrochemical plants, and a 
copper smelter.'' Japanese companies were hardest hit with over $1 
billion in plant and equipment contracts affected by Beijing's deci- 
sion. ,; The Latest c t hacks also affected several ventures involving 
U.S. firms, including a trade center that was to have been built in 
Beijing, a large co^cer complex, an aluminum processing plant, 
and an iron ore project. 

- Because of the substantial compensation payments the PRC owed 
Japan as a result b f t h e can C e 1 led p* '1 roeh e mica 1 equipment con- 
tracts, however. China reversed its earlier decision and continued 
to import the equipment Beijing also revived he Daqing petro- 
chemical project and decided to complete the fir.s ^ hase of the Bao- 
shan steel mill after obtaining a new soft loan package from Japan. 
The billion package consists of $570 _ million in commodity 

credits 7 to finance local construction costs, $-140 million in Japanese 

Ex i m funds, and frjOU million in commercial loans. 7 _ _ 

Since the launching of the modernization drive in U)7S; China's 
foreign trade has grown at a rapid pa ce. PRC exports to the West 
over the past four years hav risen at an average annual rate of $2 
percent and- in HJK1 reached a record $20.9 billion 'see Table 1). H 
Rising world oil prices and Beijing's efforts under the readjustment 
program to increase Chinese exports of manufactures — particularly 
light industry goods such as textiles— largely were responsible for 
the strong gains 7 . 

Imports from the West during the 1078-81 period, meanwhile, 
rose at an average annual rate of H2 percent and in 1081 totalled 
$17.1 billion— roughly $M00 million less than in 11)80. Unlike ex- 
ports, the growth rate for imports over the past four years has 
fallen sharply as a result of the lowering of economic goals and the 
adoption of the readjt • :m »nt program." The retrenchment prb- 
gram's emphasis on ' oosti'.g light industry and agricultural output 
and improving living ii. '■*i\\ i ~ t ~ also was responsible for imports of 
grain, intermediate go or* m' marked for light industry and agricul- 
ture, and consumer .^u accounting for a growing share of 
China's total imports from the* West: 



* rar foistcm Kcononjiv* Keview. March !-5>M; p. <i! 

* :li:siri»is.s C Uia: Musini'ss International, r'brunry 11, 1!)S1. p. 17. 

* Washington Post. rVbruary 1!. i!»si, p ASI. 

1 FBIS\ Svptrtnber -\K WSI. \y.'V\ - - - -- 

-- n The West >s defined as- aJI ...Hon coiTitmijnist. countries In addit ioju .( 'h in a's_ trad e with the 
West js issun i u to be h »rd turn nev trade At i< -ist through 1 f >H 1 some travdv with tht Wt st 
w,is on di biirtj-r b»sis while i sr i iM sh in of tnid< with cwmiuin st count ries w is on n hird 

currency basis -— -• --- 

_*_AfUr ncrf Lsmj.; a whoppini : 1 k ret m in 1?>7 ( nines* imports from tht Wtst rest U per- 
cent in 1!>7!> and W percent in i **S0. t'ard currency imports in IttSl, however, declined by rough-, 
iy percent. 
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TABLt I = -CHINA'S FOREIGN TRADE 

(In imt:ioins of US do iUrsj 



Tola! exports (lob ) 

West 

Developed 
Less developed 
Communist 

Eastern Europe 

USSR 

Oiner 

Total imports (lob ) 

West 

Developed ____ 

te.ss_ developed 
Communist ... ...... 

Eastern Europe 

OSSR 

Other 

Trade balance 

West 

Developed 

Less developed 

Communist . ._. 

Eastern Europe 

USSR 

Other 



1970 


19/5 


I97fi 


1977 


1978 


1979 


1980 


2.150 


7,120 


7.275 


8.108 




'. 

in *q? 


. - 

1:680 


5,755 


6,050 


o,/ 54 


3.524 


12.018 


17 


660; 


2;61Q 


2,695 


2,939 


3.77ti 


5,643 


0 T Cji 
O.CD'J 


1,020 


3,145 


3.350 


3.815 


4.748 


6,375 




480 


1,370 


1.225 


1,?04 


1.647 


1,755 




255 


625 


540 


7Q6 


982 


1,096 


1,332 


20 


150 


180 


178 


257 


241 


230 


. —205— 


- 590- 


505 


470 


408 


418 _ 


397 


2,045 


6,830 


5,580 


6598 


10,351 


14.383 


19.316 


1,655 


5,825 


4.500 


5.531 


8.782 


12.440 


17.355 


1,370 


4,985 


3.770 


4,166 


7;268 


10.168 


13,509 


285 


840 


730 


1.365 


1.515 


2,272 


3,846 


390 


1,005 


1,080 


1.067 


1.568 


1.943 


1,961 


225 


595 


610 


649 


968 


1.239 


1,284 


25 


130 


240 


162 


242 


268 


294 


140 


280 


lit) 


256 


358 


435 


383 


105 


290 


1.695 


1.510 


-180 


= 610 


177 


25 


-70 


1.550 


1.223 


-259 


= 423 


178 


, -170 - 


-2,375 


-1,075 


-1.227 


-3.492 


-4,525 


= 5,245 


735 


2.305 


2.620 


2,450 


3.233 


4.103 


5,424 


90 


365 


145 


287 


78 


-188 


-2 


30 


30 


-70 


57 


14 


-143 


48 


-5 


„20 


-60 


16 


18 


-27 


-64 


65 


310 


275 


214 


49 


-17 


14 



Source Central Inteljrgence A^ency s qwrterty trade reports on China and the CIA's Handbook of Economic Statistics. 

In contrast, the role of communist countries in China's trade pic- 
ture has continued to diminish since. 1978. As a. share .of total turn- 
over, China's trade with communist countries fell to 10 percent in 
i98Q from 15 percent in 1978. 10 This trade in 1980 totalled $3:9 bil- 
lion and, as was the case for most of the 1970s, was virtually in 
balance Eastern Europe accounted for roughly two-thirds of the 
1980 total and the U.S.S.R: about 12 percent. Romania remained 
China's leading communist trading partner with ^lateral trade in 
1980 totalling $1.1 billion. Petrol -urn and petroleum producte have 
accounted for an increasing share of PRC exports. In 1980 China 
shipped to Romania an estimated 20,000 b/d of oil. (China also ex- 
ports oil to North Korea and, prior to 1979, shipped petroleum to 
Vietnam. Because of Vietnam's military involvement in Kampu- 
chea, Beijing severed relations with Hanoi in 1978J Me^anwhile, Ro- 
mania s exports to the PRC largely consist of machinery and trans- 
port equipme Fertilizers, rolled steel and tubes, and .chemicals 
account For the remainder. In earlier years, Romania was the- lead- 
ing supplier of oil rig& to China. 

In trade with the USSR, deliveries of fresh fruit and clothing 
were responsible for roughly one-half of China's exports in 1980 
while Soviet trucks and aircraft and aircraft parts accounted for 
about three-fourths of PRC imports. 

10 At the start of the decade, PRC trade With communist countries accounted for 21 percent of 
China's total trade. 
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Thi> papei* examines (-hiiiii s hard currency export potential and 
import capacity over the next Tour years in light of the retrench- 
ment program and the economic problems facing the PRO. As in 
the past, China in deciding the level of imports presumably will try 
to balance its requirements with what it thinks it can afford. What 
it can afford — China's import capacity— -largely is determined by 
hard current} earnings from the sale of goods and services, over- 
seas remittances and other commercial earnings; the availability of 
Western credits and Beijing's willingness to utilize them; and the 
cost of servicing past debt. The paper also examines China's import 
needs during retrenching: ' r ul highlights what t' v * PRC is expect- 
ed to purchase fro?:: /he \ a over the four years . le last section, 
meanwhile, diivu.^oii the prospects for US.-PRC - de in 1982-85: 

II. Analytical Ai'VitoAcii 

China's hard currency export potential wiT n>. -i-. -.. < v 6 by con- 
sidering past export performance; the ava ; Lability of goods, and 
future Western demand While historical trade data alonc : may not 
necessarily be a good indicator of China's export prospects, mean- 
ingful export projections can be made by combining past data with 
the outlook for domestic production and -consumption and Western 
demand. An indication of the latter can be obtained by considering 
China's bilateral trade agreements, protectionist sentiments in the 
West, and the outlook for Western economic growth. 

To project PRC's exports to the West through 1985, China's ex- 
ports are broken down into four major commodity categories, and 
key export items Under each category are examined; il _ Assumed 
nominal average annual rates of growth, which are based on the 
considerations discussed in the preceding paragraph, are used to 
project out through 1985 the level of exports of each major com- 
modity category under a high -and low scenario: In turn, China's 
import capacity— what the PRC can afford to\ buy in the West — 
under the two scenarios is calculated by summing earnings from 
projected hard currency exports arid Invisibles and capital inflows 
from direct foreign investment and drawings of Western credits, 
less debt servicing and additions to foreign reserves. 

Data used in this paper are from Western sources. Aggregate 
commodity data on China's trade with the West and data for trade 
by country by commodity are derived from United Nations' _i UN) 
foreign trade statistics, which ar^ broken down to the 5^dig it Stand- 
ard International Trade Classifi tion (SITC), R -sion 1 .level., I 2 To 
date, the PRC has f llicly j * ased only aj gate, figures for 
China's total imports and expo*-*- 1 7n additio: the import data 
reportedly do not reflect the t : J fio< of merchandise goods into 



M The nUijirr-.ciit«:£{iru* are. foodstuffs, .crude. Mil erUvls... chemicals, /md other man uf^cti:rt^ 

12 The aggregate commodity data are found in Central Intelligence -Agency (CIA) publications 
( hum Intrmutn rial Tmto Scyemtf Quarter 1 ( )H0 lER CI I .si -001 Kbruirv HiHI) and China 
In irr/i at tonal Tni tlv QYiiirfrrly . Rente Yr Sri on a* Qmrten 197H .lER.CJLT. HD-0f>_l , J a nuary . 1 i.W.0 ). The 
( 1A h is «jjust» d Wt sti rn uu|wrU».J'ri>in Mima to reflect Chinese exports on 1 F O B. basis Oat \ 
lor PRC trade bv country bv commodity are from the OK WPP - foreign trade -ctitu base. These 
dita h ivt not been adjusted to compe-ns.-iU-.ror the reporting of imports Jin a CIF basis .which 
is the valuation met hod used. by., most. \V ester n .count ri.es, OK WW's East- West trade data, base 
covers the trade of X\ Western. countries with China; these countries account for roughly 8a per- 
cent of China's total trade -with the West. 

13 China report imports C.l.F. and exports F:0;B: 



tin' PRC becaiisr tirliyi'rii ; s stemming I'rbiii conipohsatibri trade 
agivchiehts are not included iii the import figcires: 



III. Export Potknhai, 

The growth of China's hard currency ex L - >rts is expected I to slow 
in l'iS^> ) liirgiU because of Beijing s efforts to. improve living 
standards, shortfalls in. oil production, and growing Western protec- 
tionism However, ^aU s stemming horn China's compensation 
trade agr^-iue,\ts with Western linns should help bolster Chinese 
hard nj.'iMicy exports over the next four years. Under these eo:n- 
;)<»■:■:.:? o-i agreements, the Western partners are obligated to buy 
■ ; .*..-». . portion of the finished output from this venture.'' 1 

• the first half of the 19S()s, the sale of manufacturers- 
parti ularly textiles and other light industry goods-— are expected 
to continue to be the driving force behind China s hard currency 
export growth, many of the PRCs compensation agreements in- 
volve the production of these goods. In the mid-lOSOs, foodstuffs, 
could become a more important foreign exchange earner because of 
Beijing's new agricultural policies that are aimed at achieving 
greater efficiency and productivity. . . . . 

The following is an assessment of China's export capabilities by 
major commodity categories for 1982-85 _ 

Foodstuffs. —Because of increasing domestic demand, it is unlike- 
ly that the growth of foodstuff exports will rise much above the 
197T-S0 average annual rate of 1U percent— at least in the early 
19N0s (see Table 2). These exports have steadily declined as a share 
of total PRC sales to the West and in 1980 accounted for about one- 
sixth of China s hard currency exports: Although the readjustment 
program calls for increased investment in agriculture, the immedi- 
ate "focus is on import substitution and boosting domestic consump- 
tion: Prospects are good, however, for substantial increases in ex- 
ports of foodstuffs— particularly prepared fish and meat and tea— 
in the mid-1980s. _: ..... ... 

China recently . launched a major program to modernize and 
expand its fishing fleet and processing capacity. In addi^r.- to ex- 
panding its own ship construction program, the PRC has ir.uK suo- 
stantial purchases of foreign vessels and fishing .equipment over 
the past few years. Beijing also signed several compensation trade 
agreements with Japanese companies that involve the purchase of 
Japanese fishing technology and equipment in exchr:^:v. IVr the 
sale of Chinese marine products, China's hard currency ~<h ex- 
ports, which reached an estimated $330 -million in 19SQ* ?.a * > 
counted for a growing share of total foodstuff exports.. The ^ 
higher quality fish largely has been responsible for the recent * ■ 
crease in the value of exports. Although China's Asian neighbors 
such as Hong Kong and Japan traditionally have been the PRC's 
chief customers, Western Europe and the U.S, offer potentially 
large mark ts. 



»« Chinese compensation trade agreements generally call .tor. the Western firm to supply the 
cantta 1 v tech n ica 1 ass i.sUince. i it _so me cases^ .the raw m ate rials or components at no cn arge 
while China provid'-s the factories and labor. The Western partner then buys t.,eTimsned good 
at a disccunt which allows it to cover the cost of supplying the technology and components. 
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TABU. ? PRC FOODSTUFF EXPORTS TO THE WEST 

{In mifitOftt of US dollars] 



01 





1974 


1975 


1976 


197/ 


19/8 


1979 


1 930 1 


• * 


Total tcxxlstuffs (SltC 0. Ij 


1.715 


1 740 


1.650 


l;655 


?;oos 


2;355 


3,100 


10 


f which 


















Animals mejl. and hsh (51 If 00 01 03) 


r>0b 


5/0 


640 


57b 


740 


855 


! .uJO 


13 


Leading WesJtni importers 


















Hong Kong 


316 


is; 


391 


402 


440 


476 


608 . 






100 


so 


90 


83 


163 


217 


221 




France. . . . . 


3? 


35 


35 


?4 


26 


22 


45 




Grjins (SITC 041-045) 


570 


5?0 


270 


?40 


260 


250 


300 




Leading Western importers 












75 


98 




Hong. Kong 


90 


80 


74 


6? 


7? 




Japan. _ _ 


13 


?0 


16 


11 


87 


5 


9 




Indonesia ... 


64 


153 


35 


63 


22 


0 


ri ... 




Ffuits 3n.d vegetables CSITC 05} 


265 


?95 


3S0 


430 


520 


645 


82* 


21 


Leading Western importers' 


















Hong Kong 


96 


107 


114 


136 


167 


187 


215 .... 




Ja&an 


55 


57 


91 


107 


117 


142 


147 




FederaL Repubfic ol Germany 


3? 


33 


38 


38 


4G 


77 


117 .... 




Singapore 


33 


33 


35 


42 


54 


64 


71 


27 


Teas, and spices (SITC 0/4. 075) 


( :| ) 


90 


130 


165 


205 


240 


300 


Leading Western importer v 














29 .. 




Hong. Kong 


8 


10 


13 


18 


22 


28 




France... 


4 


6 


7 


8 


13 


17 


24 




Singapore 


4 


6 


7 


10 


10 


13 


18 




United States 


3 


5 


8 


10 


9 


14 


ifS 




■ Commodity data are estimates 



















' Average .annual rate of growth tor 19/5-80 
1 Not available 
4 Negligible 

--Source - Aggregate commodity data-are trom Ih* uA quaint* on- Ctuia s- roreign trade- ilata iof-Jeadwg- Wester* importers are °-om 

Ot WPP' s Ust West ti ade_ Mil. base _ Since _ aj&egate. .comnodity data is lob and country dat« import is generally cif.. the sum of the country 
data m some cases may exceed the ablegate commodity djia 

The readjustment programs emphasis on boosting livestock pro- 
duction — particularly hogs and chickens— coupled with planned im- 
provements in meat preparation, storage, and transport should 
help generate additional exports toward the mid-1980s. The easing 
of restrictions on private ownership of livestock also is expected to 
contribute to higher output. The bulk of China's hard currency 
meat exports currently go to Hong Kong and Jap,-n but this 
market should be expanded as the PRC's food processing capabili- 
ties improve. Meanwhile, China's hard currency sales on tea and 
spices are expected to continue at a strong pace. These exports 
have grown at an average annual rate of 27 percent since 1975. At 
the exnense of more traditional suppliers, the PRC in recent years 
has made good inroads into the world tea market; China reportedly 
has won a reputation for reliability and comptetitive prices. 

Crude Materials. — Unless there are hefty increases in world oil 
prices in 1982-85, the growth of China's crude material exports 
during this period is expected to be substantially lower than the 37 
percent average annual increase registered in 1977-80 (see Table 
3). Oil sales accounted for roughly two-thirds of the PRC's crude 
material export earnings in 1980. Because of declining oil produc- 
tion and growing domestic demand, the volume of China* oil ex- 
ports can be expected to remain stagnant over the next four years 



So 



1)1 

at best; Tluv. volume of oil exports, in 19S0 MI by 5 percent. ir » Un- 
fortunately for Beijing, onshore oil production has begun to decline 
and oil i rom offshore fields is not expected to .begin flowing com- 
mercinliy before 14) So at the earliest: (At the outset of China's mod- 
ernization drive, Beijing reportedly had hoped that oil would be a 
major source of the foreign exchange needed . to finance the pur- 
chase of Western machinery and technology). According to Beijing, 
petroleum production in 10*1 fell by 100,000 barrels/day and is ex- 
pected to drop by 'JOO.OOO barrels/day in 19K2: ui China's oil output 
in 19S0 totaled 2.0 million barrels per clay. 

TABU 5 -PRC CRUDE MATERIAL EXPORTS TO THE WEST 

.!a pollens it U S pilars] 



Total crude mjiena's iSUC j 4) 



Of Ah.i-h 



0i 




i 'i/fi 




vm 


i9?H 


•■"'Ml ' 


U: 


I.J83 


1.495 


1715 


2.1/5 


3.44U 


5.300 


l?j 


\ii 


80 


70 


30 


1/0 


170 


// 


86 


54 


48 


43 


117 


SI 


1 


; 


11 


8 


8 


12 


20 


5 


--S 


--3 


__4 


.4 


...9 


. 9 


160 


?10 


?55 


280 


375 


49C 


470 


106 


90 


108 


130 


201 


??4 


179 


V 


•1? 


• 56 


6/ 


/8 


•, 149 


119 


.77. 


J ' 


?1 


?4 


30 


40 


54 


160 


1 95 


MO 


?95 


330 


385 


500 




50 


6d 


89 


105 


106 


132 


31 




35 


44 


50 


80 


S3 


33 




48 


5? 


56 


58 


72 


10 


8 


?-1 


31 


4) 


32 


57 


(:•) 


15 


15 


,'0 


40 


85 


90 


13 


1/ 


I? 


20 


3? 


69 


117 


0 


0 


0 


1 


i 


5 


12 


0 


a 


- 0 


--U 


. _.o 


3 


...A 


450 


81 i 


;05 


855 


1.075 


1:890 


3,500 


W 


r: 


580 


665 


782 


1:119 


2.259 


i i. 


jo 


63 


105 


161 


230 


450 




0 


0 




C) 


105 


151 



Per 
cent -' 



20 



43 



on\«nv. . silt;. ...'•!■. 

Jjpjn 

HOflg ki;(i^_ 

federal FiVimbln of Germany 
Textile fibers j Silt: /'>., 
Leading Western importers 

Japan 

lUiy 

United Kingdom 
Dude ammal materials. iSUC 29) 
Leadrnj; WeWrn importers 

iton?, Kor.^ 

Japan _ _ ... 

Fetal. Republic of Germany 

United Slates 

Coai iS.JC 32) 

Leading Western ■ rortc s 

Japan 

federal Republic of Germany .. 

tinted Kingdom 
Petroleum (SiTC 33) 
Leading Western importers 

Japan 

Hong Kong 
Untied States 

4v?rjr^ jnnujl rale of ?/ow'h '')' b(< 
1 Sot avatjatwe 
4 Seglig'Cie 

Sou^ ' -sr^av \->mmoi?ity JVj-jrf from the DA 3 ; 'erly reports on Chira % foreign- Made- Ha la- (g* Ie«K^ng Westew -importers arp.ffom 
0| WPP ; ... \iw\* w:c .^c«;.JWf^ite_.conriui:ty flaia ■< 'a ft and country data import is generally cil. the yum of the country 

■tola 'ii >-.« .. !i;.iv «mm-<i the ^KS ! **R3fe :omm«My rf.it j 

China already has informed Japan— the PRC's leading oil cus- 
tomer -that oil deliveries in 1982 will fall far short of the^amounts 
pledged under the long-term trade- agreement signed in 1979, Deliv- 
eries in 19X1 totalled only 60 million barrels and the same level is 
expected in Y+ :L The agreement originally called for exports of (59 
million and 110 million barrels, respectively. 17 



IS Chines* exports 01 -.riidt* -oil and petroleum products 

10 Wall Street Journal; Dec. 251. p. 12. 

»Md. 



1J)H0 totaled 305,000 barrels/day. 



A ! t h ( > u g } i H t • i : j i n u i s i i it roducii ig more cornpreh e n si ve and fo r- 
warxl looking energy . policies, rapid results are .not expected. 
I Yoji vi I ead t i mes and i n ves t men t reqii i re men ts, wh ; ch are more 
iviassivtv than the Chinese are capable of making at this time, 
should hold down the growth of energy production through- the 
mid-Ii)S()s. (Growing domestic demand is expected. to further limit 
tin* volume of oil exports despite China's recently launched conser- 
vation program and the. push, to use more coal and other alterna- 
tive energy sources. While initial gains from conservation measures 
seem promising, similar gains cannot be repeated many years in a 
row. Furthermore, planned hydropower projects are riot scheduled 
to come on line by _1 ( )S5 and China, apparently is having diiTiculty 
boosting coal output; coal production has been virtually stagnant 
since 1!)7K 1M The development of large new coal mines currently 
underway will not bear fruit until the mid- to iate-l!)80s at best. 

With the possible exception of coal, other important crude mate- 
rial exports — textile fibers and crude animal and vegetable materi- 
als are expected to continue growing at roughly their 1 975-80 
pace: Exports of textile, fibers rose at an estimated average annual 
rate of 20 percent while crude animal and vegetable m'aterial ex- 
ports increased annually by roughly 21 percent. Since silk and 
animal hairs account for nearly all of China's hard currency textile 
fiber exports, sales of these goods should not be affected by rising 
protection sentiments in Western Europe against imports of syn- 
thetic fibers. The EC and Japan have been the leading importers of 
Chinese textile fibers and other crude materials — mainly bristles, 
feathers, plants, and seeds. . 

Meanwhile, the future of China's coal exports is less certain be- 
cause of the problems facing the coal industry and the use of coal 
as the country's major source of primary energy: Undei^ a lon^- 
term bilateral trade agreement, coal exports to Japan—China s 
leading customer — are scheduled by 11)83 to; reach 3:5 million tons, 
or two and a half times 1979 deliveries. However, China may have 
difficulty in meeting the target since Beijing already is struggling 
to halt the decline in coal production. Coal output in 1980 fell by 
2.4 percent to 620 million tons and in 1981 declined to 617 million 
tons. In the near-term, coal production should continue to be ham- 
pered by transport bottlenecks, hard currency shortages, and poor 
management practices. 

Chcm icafs:— Chinese exports of chemicals, which account for 
roughly seven percent of the PRC's total hard currency exports, 
should maintain their recent healthy pace — at least through the 
early 1980s (see Table 4). In 1975-80, chernjcal exports rose, at an 
average annual rate of 23 percent. Organic compounds, pharmaceu- 
tical products, fireworks, and resins comprise the bulk of these ex- 
ports. Hong Kong, _the EC, arid Japan have been China's main cus- 
tomers for chemcial products. 

Manufactures.— Exports of manufactured goods, which account 
for about 45 percent of China's total hard currency merchandise 
sales, are expected to continue growing -at a brisk pace over the 
next several years and then taper off Since 1976, these exports 

,H China produced M7 million tons in 1981, 620 million tons in 1980, «25 million tons in 1979, 
and filH million tons in 1978. ' 

9Y 
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have—increased at an average annual rate of roughly 32 percent 
(see Table .5). Because ol\greater investment spending for light in : 
dustry and an increasing number of compensation agreements in- 
volving the production of JigHt .jndustry ; Jgoocis, China's output of 
manufactures— particularly textiles products — presumably will 
continue to register substantial gains over the next several years. 
Growing protectionist sentiments in the West and rising consumer 
demand at home, however, are oi pected to dampen the growth of 
China's manufactured exports in t le 1982-85 period. 



TABLE 4 —PRC CHEMICAL EXPORTS TO THE WEST 



[In millions o! US doiiars] 

19/4 19/6 19/7 



1979 1980' 



345 



7 
5 

5 

15 

4 
1 

-1 
20 

3 
1 

-3 
33 

15 
4 
1 

2 

13 

1 
i 

6 



255 



6 
5 
7 

16 



2 
1 

17 

3 
2 
3 

41 

22 
5 
2 
2 

18 

4 
3 
4 



290 

48 

6 
8 

;4 

14 

3 
4 
1 

20 

( :, J 
3 
3 

-3 
37 

19 
5 
1 

2 

23 



350 

46 

7 
8 
4 
9 

2 
1 
1 

19 

5 
4 
1 
3 

45 

23 
7 
1 

..3 
37 

12 
10 

6 



410 



11 
14 

5 

15 

3 
4 

.1 
26 

1 

4 
3 
.4 
55 



3 
-5 
44 

13 
14 

6 



720 1,200 



155 

42 
24 
11 
23 

5 
5 
3 
64 

15 
6 
7 

.6 
90 

37 
11 

5 



20 
i8 
15 



270 

65 

35 : 
21 . 



9 

.7 
JO 
120 

27 ; 

19 ; 
■ 10 ; 
.13 : 
160 

48 : 

12 

11 

II : 
90 

34 . 
26 . 
11 . 



Per- 
cent * 



23 



Total chemicals (SlTC 5) 

Of which. 

Organic chemicals (SlTC 512) 
Leading Wfstern importers 
Japan 

Hong Kong 

Federal Republic of Germany . .. 
Inorganic chem!C.il r , (SlTC 513) . . 
Leading Western importers 
Hong Kong 

United Stales 

Japan 

Other inorganic chemicals (5 14) . 
Leading Western importers 

United States 

Japan 

Federal Republic of Germany 

Hong Kong 

Pharmaceutical products (SlTC 54) 

Leading Western importers 

Hong Kong 

Singapore 

United States 

Japan . 

Fireworks (SlTC 57) 

Leading Western importers 

Hong Kong 

United States 

Japan 

1 Commodity data ar*? estimates 

a Ay&ia^e annual rate of growth for 19/5 80 

^Negligible 

-Source Aggregate commodity -data are" Jrom trie CIA charter I / reports on Ctima's foreign trade Data for. .leading Western importers are from 
01 WPP \ Lr.t Wr.t trade data bnase Since aggregate commodity data is fob and country data r, cit, the sum of the country data in some 
cav, may (;»f>vd ifm aggregate commrxJity data 
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TABLE 5 —PRC MANUFACTURES EXPORTS TO THE WEST 



Total manufactures (SlTC 6, 7. 8). 



Of which: 



jtn million^ 


,61 OS dollaisl 












19/4 


19/5 


19/6 


197/ 


19/8 


19/9 


1580 1 


Per 
rint " 


















2,020 


2,185 


2,535 


2,990 


3,880 


5,450 


7,850 


25 


690 


840 


930 


1.010 


1.415 


1,910 


2,470 


24 



8. 
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TABU b PKC MANUI ACTURF.S EXPORTS TO THE WEST—Contiriued 

| In nnfliun'. nl IJ S 'Joll.irsj 



Leading Western irnpo'ter-i 
Hong Kong 
Japan 

Sirip.apoce . 
. .. United States 
Clothing. (SlTC 84) 
Leafing Western importers 

Honpj Kong 

Japan. . 

tJmted. States.. .. 

federal .Republic ol Germany 

Footwear (SlTC 85) 

Leading. .Western importers 

Hong Kong 

Japan 

United Slater, 

France 

iron and jtieei _(SlIC 6/j ... . 

Leading Western importers 

Hong Kong 

Japan 

Pakistan 

Singapore . 

Nonferrous metals (SlTC 68) 

Leading Western importers 

United States 

Yugoslavia 

Japan 

Hong Kong 

Netherlands _ 

Ndnmetallic mineral products (SlTC 66) 
Leading Western importers 

Hnng Kong , .. 

Japan.:;;:. .::::: ::;::; :.. .. :. ;.: 

United States ..:: 

• Singapore.... 

M&laL products; jnrtuslnaU SlTC 69) 

Leadinn.WesJern importers: 

h.o_n£_Kong 

Singapore 

United States. .. ... 

Federal Republic of Germany 

Indonesia .... 

Handicraft and light manufactures (SlTC 

8?. 83. 86. 89). 

Leading Western importers 

Hong Kong 

Japan 

United States 

Federal Republic ol Germany 

France '. 



9/4 


1975 


19/6 


19// 


19/8 


19/9 




1980 ' 


134 


195 


259 


273 


456 


618 


830 


too 


113 


1?0 


124 


221 


313 


295 


43 


63 


57 


56 


84 


92 


118 


28 


33 


47 


36 


67 


69 


149 


260 


250 


340 


495 


595 


1,000 


1.630 


44 


43 


70 


102 


132 


217 


457 


99 


55 


48 


61 


87 


1 74 


239 


5 


9 


16 


25 


68 


1C6 


278 


1? 


16 


22 


38 


47 


75 


142 


i '-' ) 


30 


40 


60 


90 


130 


190 


8 


8 


9 


13 


1/ 


30 


54 


2 


2 


2 


3 


4 


8 


15 


( 4 ) 


1 


3 


3 


4 


17 


22 


4 


6 


4 


6 


7 


11 


21 


150 


60 


80 


63 


100 


150 


230 


?P, 

cv 


15 


15 


15 


36 


57 


j\ 




q 


2 


\ i 


o 




36 


13 


6 


10 


4 


10 


14 


10 


6 


3 


4 


-3 


6 


7 


.16 


65 


90 


55 


35 


75 


80 


130 


1 1 


12 


16 


6 


21 


8 


47 


i 

i 


2 




14 


23 


20 


14 


g 


e. 
j 


5 


4 




15 


13 


9 


1 

0 


e. 
j 


5 


7 


15 


32 


1 | 


8 


7 


4. 


9 


13 


8 


( a ) 


130 


150 


180 


250 


300 


400 


58 


55 


57 


60 


83 


108 


137 


10 


8 


11 


14 


22 


29 


40 


2 


3 


4 


5 


5 


7 


21 


16 


15 


11 


9 


12 


13 


17 


(') 


95 


100 


132 


155 


230 


370 


16 


17 


23 


27 


33 


53 


94 


16 


14 


i6 


16 


16 


17 


27 


( 4 ) 


1 


1 


1 


6 


12 


24 


1 


( 4 ) 


1 


3 


5 


7 


16 


4 


2 


8 


10 


9 


15 


14 


{■'*) 


155 


205 


345 


375 


530 


820 


50 


58 


81 


95 


115 


189 


329 


72 


37 


28 


47 


50 


78 


91 


3 


16 


28 


29 


47 


57 


117 


7 


16 


22 


30 


40 


44 


58 


13 


14 


17 


23 


26 


36 


47 



Per 
cenl a 
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■ Commodity data are estimates 

2 Average annual rate of growth for 1976-80 

3 fjot available 
« Negligible 

Scu'ce AwreRale commodity dalaare from the DA quarterly -reports on China's foreign Irade. Data lor leading Western importers are from 
OEWPP's East-West trade data base Srice aggregate commodity dala is I o.b and country dala import is generally c.i.l.. the sum of the country 
data m sorrw cases may exceed the aggregate commodity data. 

Textile products, which now account for roughly one-half of 
China's manufactured exports and have been a driving force 



Behind the receni surge in .Chinese sales of manufactures to the 
West (Hard current} earning from textiles in 197?) reached a 
record $-hi billion — triple the . i97fl ievel J. I iowever, the growth of 
these exports over the next four years should be constrained by 
Western import quotas: China in 19^0 signed a bilateral textile 
agreement with the United States i that levies annual quotas on six 
major categories of clothing and permits the U,S. to negotiate re- 
strictions on other categories if these imports contribute to or 
threaten market- disruption; the agreement runs through 1982, In 
addition, the PRC has sighed a somewhat restrictive agreement 
with the European Economic Community (EC). Several other indus- 
trial countries, such as Canada and Sweden, also have imposed 
import quotas on Chinese textiles. Hong Kong, Japan,, and the EG 
rank as the leading importers of Chinese textile products. In the 
past several years, the U:S: has become an important market for 
Chinese clothing. 

The near-term outlook also appears promising- for other Chinese 
manufactured exports such as basketworks and other nontextile 
light industry goods; metal products, especially nails, hand tools, 
and household utensils; and non metal l ie mineral products — mainly 
building materials. In recent years, China has achieved small but 
growing markets for these products. The emphasis Beijing has put 
on expanding the output of l'ght industry and other sectors whose 
exports offer a quick payback with little investment should ensure 
strong export ijains — at least in the near-term. Although China's 
Asian neighbors traditionally have been the PRC's main customers 
for these products, sales to Western Europe recently have increased 
sharply. 

Chin a ' s expo rts of n onfe r rous metals, on the other hand, are ex- 
pected to continue growing at a slow pace at least through 1985. 
Although the PRC reportedly has large reserves of non ferrous 
metals, Its inability to develop an export surplus has hindered sales 
to the West. 19 If China expects nonferrous metal exports to become 
an important source of hard currency earnings, it will have to open 
new mines and build the necessary infrastructure such as power 
stations and transport facilities. Chances of accomplishing this 
before 198.* are slim because of cutbacks in capital construction 
and energy shortfalls, however. Exports of nonferrous metals — 
mainly tungsten, tin, arid antimony — have been erratic and- in 1980 
accounted for only an estimated 2 percent of China's total manu- 
factured goods exports to the West, 

IV. Other Sources of Hard Currency Earnings 

A. Invisibles 

Revenues from invisibles in 1982-8:1 are - expected to. continue 
rising and may accelerate as a result of China's determination to 
enlarge its merchant fleet, expand its overseas commercial ven- 
tures, and exploit the country's tourism potential. Major sources of 
nonmerchandise trade earnings include: 



,s * China is consioW'd-toliave lar^ metals such as tungsten, antimony, 

manganese, mercury, molybdenum, copper, lead, zinc, and aluminum ores. 



TrurrsjMjrt:~A\U]aurM ii Itw rapid expansion of China s maritime 
industry is expected because of the readjustment program, contin- 
ued efforts to farther enlarge the . PRC's merchant fleet coupled 
with the growth of China's trade should ensure a steady increase 
in transport earnings in 1982-85. China's fleet, which totals more 
than 11 million dvyt, is. now the 12th largest in the world arid Com- 
parable in size to the fleets of Spain and West Germany.* 20 China's 
purchases of Western ships, which include many second-hand ves- 
sels, reflect Beijing's aim to reduce chartering costs and save hard 
currency by carrying a higher percentage of China's trade— par- 
ticularly its rapidly expanding bulk imports. China's fleet reported- 
ly now carries about 70 percent of the PRC's seaborne foreign trade 
tonnage compared with less than one-quarter ten years ago. In the 
long-run, Beijing probably hopes to become more active in cross- 
trading in Southeast Asia— a market now dominated by Western 
shipping firms. 

Remittances.-- PRC plans reportedly call for annual remittances, 
which traditionally have been China's most- -important .source of 
nomncrehandise trade income, to reach $1 billion by 1985 from an 
estimated $700 million in 1980. The 1985 target -implies an average 
annual growth rate of roughly 7 percent — an increase that prob- 
ably is attainable. Since 1977, the rate of growth of remittances has 
declined steadily. The substantial increase in overseas Chinese visi- 
tors and economic conditions in neighboring countries probable are 
responsible. 

Tourism. — Hard currency earnings from tourism, which has 
become one of the most rapidly growing industries in China, should 
continue rising at a steady pace in 1982-85 and replace remittances 
as the leading source of ncn-xnerchandise income. In 1980, earnings 
from tourism totalled roughly $620 million— one-third higher than 
in 1979. Despite limited facilities, the PRC expects the number of 
tourists to increase about W) percent a year and reach nearly 2 mil- 
lion in 1985; an estimated 5»30 thousand tourists visited China in 
1980." 1 Beijing has stressed the development of the country's tour- 
ist industry because if offers quick returns without large invest- 
ments. In addition, the industry can absorb large numbers of un- 
sl Med arid semi-skilled workers. While Beijing has cancelled plans 
for the construction of several large hotels, it has proceeded with 
the construction of more economical medium and smaller hotels, 
and the expansion and renovation of larger older hotels. _______ 

Other Commercial Activities. -Income from PRC husiness^ ven- 
tures in Hong Kong should rise rapidly as a result of China's inter- 
national economic expansion. In addition to its insurance compa- 
nies, shipping, agencies, retail outlets, and real estate holdings, 
Beijing since 1979 has organized eight new engineering and con- 
struction companies to work in other countries in an effort to earn 
additional foreign exchange. The flow of earnings back to China, 
however, will be tempered by the reinvestment of profits in China s 
Hong Kong holdings and partially offset by capital outflows from 

China: International Trade Fourth Quarter. VM) f National Foreign Assessment Center, ER 
C1T K1-00U. May I9HH 

21 Beijing Review. No. 20. May 19. 19H1. p. 1*. 
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the PRC as foreign companies participating in joint ventures in 
China repatriate their profits. 



Direct foreign i: vestment in China, at least through 1985, is 
likely to be only a marginal source of foreign exchange. Despite the 
Hurry of excitement that surrounded the adoption of the PRC's 
joint venture law in July 1979, only about two dozen arrange- 
ments — representing an estimated $177 million in foreign capital — 
reportedly so far have received final approval from China's Foreign 
Investment Control Commission (FICC). 2 - Western firms apparent- 
ly are waiting for Beijing to publish ad ditio nal regu lations — par- 
ticularly on tax and wage rates — before they make financial com- 
mitments; the gaps in China's legal structure make it difficult to 
evaluate risks and -profitability of joint ventures. Even when these 
uncertainties are finally resolved, however, joint projects will be 
constrained by China's technical capabilities and its inadequate in- 
frastructure. 

In contrast with joint ventures, cooperative production arrange- 
ments and compensation trade should grow in importance over the 
next five years as source of foreign capital and equipment. In coop- 
erative production, the foreign partner pats up 100 percent of the 
necessary capital, while Chinese provides the land and labor. Most 
of these ventures, which transfer to fall Chinese ownership after 
10-20 years, are small or medium in size; involve Hong Kong firms; 
and are located in Guangdong Province. In 1980, between $600 mil- 
lion and $700 million reportedly was invested by foreigners in coop- 
eration production arrangements. _ __ 

Under compensation trade, foreign partners are expected to 
supply the machinery and equipment, technical assistance, and in 
some cases, the raw materials or components at no charge while 
China provides the. factories and labor. 23 The Western firm then 
buys the finished goods at a discount, which allows it to cover the 
cost of supplying the technology and components. In 1980, foreign 
firms involved in compensation trade reported provided equipment 
value at over $100 million. 24 — 

Because of the retrenchment program and China's traditionally 
conservative position on incurring debt, Beijing most likely will try 
to keep its trade with the West close to balance and to minimize its 
use of Western credits in 1982-85: However, the PRC will need for- 
eign assistance to finance completely the huge planned investment 
projects — particularly in the hydropower, coal, and petroleum in- 
dustries — since the country's capital resources are insufficient. 

Medium- and Long-Term Credits.— The level of foreign borrowing 
for 1982-80 depends largely on the length of China's readjustment 
period, its export prospects, and, to a lesser extent, capital inflows 
from other sources. If the retrenchment period ends in 1985, Beij- 
ing could step up its foreign borrowing within the next several 



— Bcu jfW 1^> kV No 1(1, April !!»M. p. ; 

' j:t Iti leimTpTnsiition transactions involving other communist countries, credit generally is ah 
mHtfral P irt of the irr in^erm nt Other comnu r ist coiinlxies. in most L ist s_us.c government 
hacked _or Commercial credit to purchase the necessary machinery and technology from the 
Western firm. 

'-♦Beijing Review, N'o. lti, April 20, lf)Si, p. Mi. 
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years. In any evrri.it, China is expected to turn first to soft loans 
from international financial institutions and development assist- 
ance credits such_as those extended by Japan arid Belgium to meet 
its financial needs; The PRC in 1981 received from the IMF for 
general balance-of payments use a $550 million stand-by credit, a 
$3H0 million trust Fund Loan, and an additional $190 million from 
its reserve tranche. Beijing also has received a -$200 million World 
Bank loan for the improvement of science and technology educa- 
tion in China. This loan is a blend of International Development 
Association (IDA) funds, which carry only a small service charge, 
and International Bank for Reconstruction and Development 
(IBRD) funds. . . 

Despite the availability of extensive foreign credits, Beijing has 
opted to hold down its foreign debt. The PRC so far has drawn 
down only about $2:6-$2.5 billion of the $29 billion in credits it has 
lined up in 1978-80. 125 China's traditional aversion toward indebt- 
edness and the shift away from the importation of complete plants 
during the readjustment period largely are responsible for Beijing's 
cautious use of foreign credits. At yearend 1980, China's gross hard 
currency debt was only an estimated $3.5-$4.5 billion— roughly 
one-fourth of hard currency exports and easily manageable. The 
debt figure includes-Euro-, officially-backed, and development assi- 
tance credits; a $280 million reserve tranche China received from 
the IMF in November 1980; deferred payments on whole-plant con- 
tracts, that were ^ loans stemming from com- 
pensation trade with foreign firms; and short-term credit. _ 

Beijing has_ expressed a clear preference for government-backed 
credits and, more recently, loans from international financial insti- 
tutions because of their lower interest rates and longer repayment 
periods. Of the $29 billion in credits obtained in 1978-80, medium- 
arid long-term officially-backed credits accounted for about two- 
thirds with nearly all of the remainder coming from commercial 
banks at interest rates usually reserved for only the best custom- 
ers—a 0.5 percentage point margin over the London Interbank Of- 
ficial Rate (LIBOR): (Table 6 contains a breakdown of China's 
major lines _of _Western credits for 1978-80 (by country:) The PRC 
also received in 1978-80 about $510 million in deveiopment assist- 
ance loans— project tied credits— at interest rates ranging from 0 to 
3 percent. In November 1980, China withdrew $280 from its reserve 
tranche at the IMF. 

TABLE 6.— CHINA: LINES OF CREDIT, 1978-80 

(Amounts in miMions o! 0 S dollars! 



Date signed 



Major commercial credits 
(country of lead bank) 

United Kingdom - 675 0.5 percent over LIBOR, 5-year repayment April 1979. 

Japan 2,000 0.5 percent of LIBOR,. repay meal. a fler .4 years May 1979. 

Do 6.000 0:25 percent over. IlBQR,.j6mQnjD revolving. credit.., Do. 

Canada 250 0:5 percent over LIBOR, repayment after t x k years 1979. 

West Germany 300 0:5 percent over LIBOR : 1979 



_ 25 Some of the Eurodollar credits extended to China since H)7K reportedly have expirecTand 
are no longer available. In addition, the PRC also has cancelled some of its Eurodollar lines; 



ill, 
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fABtf fi: CHINA; tINES OF CREDIT, 1978-80— Continued 



| Amounts in millions o' U S dollars J 
Terrrii 



Dale signed 



United St«ites 

France 
Total 

Officially backed credits (lending 
country) 

United Kingdom 

Do 

Australia . . 

Japan 

France 

Italy... 

Canada 
Belgium 
Norway 
Argentina 

Total 

Development assistance credits 
(lending country) 
Japan 



Do . 
Belgium . .. 

United Nations. 



Total 

International .financial .institution 
credits .( lender ) . International 
Monetary Fund 



95 Probably 0 5 percent over LIBOR, repayment after 3 December 1979. 

- .years — 
300 0 5 percent over LIBOR repayment after 3 years.::.... February 1980. 

9.620 



1.200 
5.000 
55 
1.800 
7,300 
1.000 
1,720 
167 
100 
300 

18,542 



? 25 percent December 1978. 

7.2 to 7.5 percent March 1979. 

Not available April 1979. 

6 ?5 percent, up to 15 years, repayment May 1979 

7 25 to 7 5 percent, repayment after 5 plus years Do. 

7 75 percent, repayment after 8 '.a. years Do. 

7 25 to 7.5 percent, repayment after 5 years Dc 

7.25 to 7.5 percent, repayment after 5 to 8 years December 1979. 

7 25 to 7,5 percent January 1980. 

7.5 percent; up to 10 years repayment June 1980. 



210 



?60 



30 



510 
•283 



3 to 3 25 percent, 10 years grace period followed by 30 April 1980 {agreement 
year repayment period reached in December 

.. .1979). 

Same as above. Ociober 1980. 

No interest, 10 year grace period followed by 30 year April 1980: 

- repayment period. 

Not available Allocation for *k of 

total made in reb: 
1980: 

Reserve tranche November 1980. 



1 SDR 218 1 million 

Short-Term Credit— While short-term obligations probably will 
decline as a share of total debt, short-term borrowing is expected to 
continue playing a major role in financing imports of Western 
grain and meeting balance-of-payments needs. During the first Half 
of 1980, China apparently reduced its use of short-term credits. 
Data from the Bank for International Settlement (BIS) show that 
Western commercial banks' gross claims of one year or less Oil 
China at the end of December 1980 totaled $924 million compared 
with $1,292 million at yearend 1979. These claims probably would 
have been somewhat lower but the PRC reportedly was forced to 
draw on short-term foreign commercial loans to help cover the esti- 
mated $300 million hard currency trade deficit registered the 
fourth quarter of 1980. At the end of the first half of 1981, China's 
short-term commercial borrowing was down about $200 million to 
$739 million. 



iy-i 



100 



V; Import Capacity 

Considering the above assessment, projected Chinese hard cur- 
rency import capacity— what it can afford to buy in the West— in 
1 jlSf) ranged from $27. S billion to $3<>.2 billion. The projections are 
based on assumed high and low nominal average growth rates for 
oach major export commodity group, net invisibles, and capital in- 
FkJvs. (See Table 7 for the projections and assumptions that were 
used to obtain them). Under the two scenarios, the implied average 
annual growth rates for China's hard currency import capacity for 
i!)Si-Ko are .11 percent and 18 percent while the rates for exports 
are 9 percent and 17 percent. 



TABLE 7. -PRC: HARD CURRENCY TRADE AND DEBT PROJECTIONS 



i billions ut U S ioilnr>| 



Total exports 
foodstuffs 
Crude materials 

Qil . . . . 

. . _ No.noil 

Chemical 

Manufactures 

Textiles ... 

Nontextiles . . 

Other . 

Net invisibles (excludes interest payments} 

Direct investment.. 

M-L term credits '' 

Net short-term credits" 1 

Debt service- 1 

Addition to reserves" 

import capacity . 

Gruss debt M 



DeDt service ratio u (percent) . 



1981 


l yab 

Low 


Hip.h 


Assumed average 
-annual rate dl- 
giowth. 198? -85 
(percent) 

Low High 


20 9 


29.2 


39.0 


-9 


2 17 


3.7 


5.4 


7.7 


10 


20 


6.5 


7.3 


91 


3 


10 


3.8 


38 


5.0 


0 


-7 


2 7 


3.5 


4.6 


7 


14 


1 3 


1.3 


2.3 


8 


15 


9.3 


14.5 


19.2 


12 


20 


52 


8.5 


11.5 


13 


22 


4.1 


6.0 


7.7 


10 


17 


.1 


..1 


:? 


10 


20 


.5 


1.2 


15 


5 


10 


-.3 


:4 


:4 


5 


10 


i:5 


3.0 


4.5 


19 


32 


~.:4 


0 


0 






1.9 


2.3 


2.9 . 






2.5 


3.7 


6.3 






18.5 


27.8 


36.2 


Ml 


7 18 


4.7 


9.8 


14.1 . 






9 


8 


? 







'Preliminary estimates for China's 1981 -exports earnings Irom- invisibles botcowing debt .servicing and_pQss IfiM 

*m rate of prowth tor total exports lor 198? 85 is a derived rate based on assumed growth rales tor each major cmp^y-xdegories. 
^Mertum jnd long-term credits were assumed to be 7-year loans with a 3 year grace period al 80 percent interest In addition to drawings 
from.. olticial.ly . backed... multinational, and commercial loans, the credits also include borrowing stemming f (0 m cooperative production and 

C ° m «Sho"S^ was held at the estimated 1981 level of S7 billion An interest rate of 15 percent was assumed. 

i Includes principal and interest payments on medium- and long-term drawings and interest payments on short-t*rm loans 

"Reserves ate Urreased annually Tby the amount necessary to maintain the 1981 ratio of foreign reser-es (excluding gold) fo hard currency 
imports ol rousnly three-tenths - . - - , . „ 

* Growth rates were computed by using the estimated 1981 har J currency import ol Jl/.I billion. 

-Includes outstanding short-, nedium-, and long-term obligations _ ._ 

TamputwJ by dividing principal and interest payments by the sum of merchandise exports and net invisibles. 



In contrast with the assumptions ?sed for exports under the high 
scenario, the low scenario assumes that China will suffer several 
poor harvests and experience greater difficulty in boosting fish 
output; oil production Falls Jaster than expected, while coal output 
continues its downward slide despite Beijing's effort; an_d_ manufac- 
tures— particularly textiles— face more formidable Western trade 
barriers; The low scenario also assumes a slower rate of growth for 
Chjna'slother hard currency earnings and a lower level of borrow- 
ing from the West in 1982. 
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....Tbi' pr*ii^^Lw[i^i'_r growth through 198G of Chinia's hard cur- 
rency exports and, in. turn, its import capacity is expected to 
dampen the pace of PRC purchases in the West. Financial con- 
straints on imports during the 1982-85 period are more likely to 
stem from inadequate export earnings and Chinese financial con- 
servatism rather than from any lack of available credits. Although 
China in the past several years has demonstrated a willingness to 
finance purchases of Western goods with foreign credits, export 
earnings still are the most important factor in Beijing's assessment 
of what it thinks it can afford to buy. _______ ___ 

Meanwhile, the retrenchment program, with its emphasis on ag- 
riculture, light _ industry, and improving living standards, should 
affect the composition of imports: The following is an assessment of 
China's imports for 1982-85. 

Foods tuff's. — Barring unforeseen circumstances, Chinese imports 
o f Weste r n foodstu ffs — rough] y four- fifths of wh ich is grain — are 
expected to increase but at a substantially slower pace than 53 per- 
cent average annual rate registered in 1977-80 (see Table 8). New 
livestock programs and the retention of a growing share of grain in 
the rural areas should continue to exert pressure on Beijing to 
boost grain purchases. (China imported roughly 13.fi million metric 
tons of grain from the West in 1980.) However, tighter world sup- 
plies and p roj e c ted higher prices, should tempe r China's dem a nd 
for Western grain over the next four years. As in the past, imports 
of wheat is expected to exceed corn purchases by a 3 to 1 margin; 
wheat and corn accounted for nearly all of China's grain imports. 



TABLE 8.— PRC HARD CURRENCY IMPORTS 

[in millions of U S dollars) 



1976 



19/7 



!978 



19/9 



cent 2 



Total 6:110 6.385 4,905 5,531 

Foodstuffs 1.275 785 470 935 

Of which 

Gram 1,180 , 670 325 655 

Sugar - i' A ) 65 115 . 245 

Crude -materials 1,315 845 695 1.210 

Of which . 

Oilseeds . . 130 15 5 (15 

Crude rubber, natural (•'«) 135 135 18C 

Textile fibers; natural.. ( '! ) 260 190 360 

fe^tjle_fiher5..5ynlh_e_tic 95 1.15 140 

Metal oris and scraps.. ( :l ) ( :l ). ( :l ). 55 

Petroleum and product! 105 45 40 

Chemicals... 525 760 490 740 

Of which 

Elements ano compounds ( n j 205 270 

Fertilizers, manufactured 165 365 135 255 

Plastic materials 90 

Manufactures.. 3,255 3.960 3.225 2.630 

Of which: 

Textile yarn and fabric 1 70 85 125 - 155 

Iron and steel 1.240 1.435 1.345 1.370 

Nonferrous mehls 395 430 240 220 

Nonelectric machinery — 900 905 250 

Electric machinery 1.240 180 185 60 

Transport 630- 205 355 

See footnotes at end of table. 



8,770 12.540 17.355 18 

1.205 l;665 2;600 13 

965 1:430 

155 105 , 

1.600 2.155 3,875 20 

35 115 

175 295 

695 995 

170 150 

110 115 

55 40 

960 1,185 1,700 22 

350 380 

345 440 

no - iso „.„™ ... 

4.960 7.430 9.010 18 

- 190 .. 280 

2,735 3,140 :::;::::::;:;:::;:::;::::::::: 

365 . 435 ::.:::::;::::::;::.::;;::.:::: 

580 1.695 

160 465 

455 710 
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TABLE 8 PRC HARD CURRENCY IMPORTS— Continued 

[In millions oi US dollars] 



Ppf. 

1974 1975 1976 19/7 1978 1979 1980 ' ^ a 



Precision instruments . 40 45 35 65 130 

Other . 40 35 25 30 40 105 170 21 

1 ! Miniate - - - 

* Average jomiai rate of growth. 197b 80 
» Not available 

Source Central Intelligence Agency 

China already has long-term agreements with several Western 
countries for the delivery of 12-17 million tons of grain annually 
over the next several years, in addition to the grain agreement 
with the U.S. that guarantees (5-9 million tons annually through 
1984, China has accords with Canada for 2. £-3.5 million tans 
through July 1982; with Australia for 1.5-2,5 million tons annually 
through 1984; with Argentina for 1-1.5 million tons annually over 
the next four years; and with France for 0.5-0.7 million tons annu- 
ally through 198)1 

Sugar imports from the West in the early 1980s are expected to 
halt their recent decline and may even rise if world sugar prices 
continue to climb. Over the past several years, China has turned 
more to the West for sugar and away from Cuba — its traditional 
major supplier. The PRC recently signed a three year agreement 
with Australia for the delivery of 250,000 tons of sugar annually 
beginning in 1981; Australia, Thailand, and France are China's 
leading Western suppliers; Beijing reportedly also has agreed to 
import one million tons of sugar over the next seven years from 
the. Philippines. _ 

Crude Materials.— Largely because of the importance placed on 
boosting textile output by the readjustment program, PRC imports 
of crude materials from the West in 1982-85 are expected to contin- 
ue increasing at a strong but somewhat slower pace. Imports of tex- 
tile fibers, which now account for over half of the PRC's crude ma- 
terial imDorts from the West, have soared because China's cotton 
production has failed to keep pace with sharply rising demand; 
cotton accounts for the bulk of natural fiber imports with the re- 
mainder mainly wool. By a wide margin, the U.S. over the past 
three years has ranked as China's leading supplier of cotton. 

Chinese imports of synthetic fibers also probably will increase in 
the 1980s because of Beijing's efforts to boost textile production anci 
rising world cotton prices._I_n addition, expected shortfalls in oil 
output could hold down domestic production of synthetic fibers de- 
spite China's purchases of a substantial number of Western chemi- 
cal fiber plants over the past ten years. Future production also 
■-sKSuld be limited by the recent postponement of several major pet- 
rochemical projects. The U.S. and Japan have been Chinas chief 
sources of synthetic fibers. 

Soybeans imports are expected to continue climbing in iyoZ-oo 
largely because of rising domestic demand. Import growth, howev- 
er, .should be constrained by_ China's limited processing capability: 
Because of inadequate transportation, China has ..favoredaji ineffi- 
cient system consisting of small, locally-controlled processing facili- 



\\v.\ 

tics: 'Hu 1 U.S. siruv I97S has supplied virtually all of China's sby : 
bean imports. 

CVi<v«/(H/^.~Bix ; aiis(.' ■ iil! the High priori t> put on agriculture and 
light industry by the- readjustment program; China's hard currency 
chemical imports should continue their recent upward trend. 
China's fertilizer output, which has risen sharply over the past sev- 
eral years, is expected to achieve only a marginal increase in the 
19S0s : unless new capacity is . added. The one-half billion dollars 
wort h of fe rtil i/e r p 1 ; i nts pu re hasod from J a pa n , t he U.S. , France, 
and the Netherlands in the niid-1 5>70s now arc operational, at. close 
to full capacity. Consequently, any substantial boost in fertilizer 
imputs to China's agricultural sector in the early I9o0s_must come 
from imports. Japan and the EC have been the- PRC's leading 
Western source of manufactured fertilizers, which acpuril for 
roughly one-third of China's total chemical imports from the West: 

China's d r i v e t o boos t t e x t i 1 e o utp u t sho u 1 d e n s u re the c on t i n ued 
increase of plastic material imports in the 19S2-S5 period: Synthet- 
ic resins, which are used in production of synthetic fibers, account 
lor a large share of these imports. Japan, the EC, and the U.S. 
h aye J >een Ch i na's maj or suppl iers of plastic mater i a 1 s . 

PRC imports of chemical elements, on the other hand, are ex- 
pected to level off over the next four years. These imports account 
for about one-third of China's total chemical purchases from the 
West. The slower growth should stem in part from tbe weakened 
demand for inputs that go into the manufacturing of fertilizer as 
the industry nears full capacity. Japan has been China's leading 
supplier with the U.S. a distant second. 

Manufactures, — Reflecting the lower priority given to heavy in- 
dustry during the retrench me nt pe r i od ; nd t he sha r p red lie tion in 
whole-plant purchases, the. growth of hard currency manufactures 
imports— particularly steel and machinery — should slacken sub- 
stantially in the early 1980s. Absorption problems coupled with the 
winding down of deliveries of Western machinery and equipment 
contracted for during China's 1978 buying spree also are expected 
to contribute to the slower pace. 

Meanwhile, iron and steel purchases were slashed in 1 980 and 
are expected to remain- depressed at least over the next several 
years as Beijing tries to hold down capital construction. In 1 97(1-79, 
iron and steel- imports accounted for between 40 percent and 55 
percent of PRC manufactured imports from the West. In 1980, how- 
ever, they comprised only one-fourth of manufactured imports. 

China will need substantial amounts of Western equipment and 
tech n logy when it begins to develop its offshore oil. Western equip- 
ment: also will be required to carry out plans for boosting oil output 
from its onshore fields and expanding existing coal mines. In addi- 
tion, Beijing is actively seeking Western help for several massive 
hydroelectric projects. Chinese imports of Western mining and con- 
struction-equipment have risen sharply since 1976 and totalled an 
estimated $300 million in West Germany, Japan, and the U.S. 
have been the chief suppliers of this type of equipment. (Data on 
imports of Western oil equipment ic Unavailable since UN trade 
data does not specifically break out this equipment.) __ 

Meanwhile, Beijing is expected to continue efforts to overcome 
transportation bottlenecks and expand the size of China's mer- 
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chant and fishing fleets: Transport equipment accounted For rough- 
ly one-quarter of China s imports of Western machinery in 1979. 
Imports* of motor vehicles— largely trucks— increased by more than 
fivefold in 1976-79 while the value of Western ship and boat deliv- 
eries registered a similar sharp rise; vehicles and vessels account 
for virtually all of China's transport purchases: Over the past three 
years, the PRC has succeeded in doubling the size of its fleet to 
more than 10 million DWT and is expected to double it again by 
the end of the decade. Japan and the EC has been China's major 

supplier of transport equipment. 

Imports of textile yarn and fabric and nonferrous metals should 
rise in 1982-85 but at a slower rate. The demand for Western tex- 
tile yarn and fabric is expected to soften as-China boosts textile 
production during the retrenchment period. Meanwhile, the shift 
away from heavy industry should dampen demand for nonferrous 
metal imports. Japan traditionally has been the PRC's chief source 
of textile yarn and fabric while Canada, Australia, and the EC 
have accounted for the bulk of China's nonferrous metal imports. 

VI. Outlook for U.S.-PRC Trade 

U.S. trade with China over the next four years is expected ^to 
grow at a substantially lower pace than that-achieved since 1976: 

Because the major legal impediments to bilateral trade already 
have been overcome, the successful resolution of any remaining ob- 
stacles, wh ile im proving the commercial climate, will have only a 
marginal impact on the level of trade. More importantly, the com- 
bination of hard currency shortages, the extension of the readjust- 
ment program, and the country's inability to absorb further sub- 
stantial increases in imports should dampen China's demand for 
U.S. products in 1982-85. (See Table 9 for U.S. exports to the PRC 
for 1974-80.) 

Agricultural commodities are expected to continue to account for 
over one-half of U.S. total sales to the PRC over the next five 
years. Barring severe shortfalls in China's agricultural output, the 
volume of U.S. grain exports, to the PRC should level off in 1982- 
85 because of hard currency shortages and the closing of the gap 
between domestic requirements and production. The U.S.-PRC 
grain agreement, which will eliminate the wide fluctuations that 
characterized U.S. grain exports in the 1970s, guarantees annual 
U.S. sales through 1984 of at least 6 million tons of grain— 15 to 20 
percent of which must be corn. The agreement insures that the 
U.S. will maintain its current role as China's leading foreign sup- 
plier of grain. 

. TABLE 9.— U.S. EXPORTS TO THE PRC 

(In milltohi of US: dollars] 



Total export 

Foddstyifs (SlTC 0,1) .::..::::.::: :::::::..:::.. 

Wheat:::: :::: ::;:::;:::::.;.::;..: 

Corn :;:::::.::;::;. ..:: 

Other. .:...: ' 



1974 f975 1976 1977 1978 19/9 1980 



806.9 303.6 135.4 171.6 .319^^716.5- »- --28 

332.4 ( 2 ) ( 2 ) ( 2 ) 362.3 488.4 1.265.0 25 

234 0 0 0 0 250.2 214.1 1.039.3 

95 7 0 0 0 111.7 268.5 224.5 

2.7 (*) (*) H .4 5.8 1.2 
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TABLE 9 — U.S. EXPORTS TO THE PRC — Continued 

(In millions of US dollars) 



1976 


1977 


1978 


1979 


1980 


. Per : 
cent 1 


13.1 


84.4 


261.3 


574.3 


1,258.4 


25 


0 


14.4 


15.3 


106.7 


155.2 




0 


17.5 


157.3 


357.0 


701.3 




7 5 


19.0 


46.4 


62.2 


193.9 




0 


28.3 


26.1 


35.9 


56.5 




1.3 


1.3 


4.1 


3.9 


66.9 




0 


0 


0 


0 


41.4 




4.3 


4.0 


12.6 


8.6 


43.? 




10 4 


20.0 


60.5 


125.9 


583.0 


83 


4.7 


7.7 


10.7 


27.3 


61.9 




0 


8.1 


38.7 


44.6 


152.6 




1.7 


1.7 


2.0 


31.1 


119.5 




0 


0 


5.7 


11.6 


28 4 




4.0 


2.5' 


3.4 


i i .3 


20.6 




43.3 


10.8 


25.3 


244.1 


427.8 


69 


( 2 ) 


0 


(*j 


'3.9 


49.1 




0 


.5 


1.3 


27.8 


62.6 




0 


(=j 




5.7 


54.7 




10.9 


.4 


■5 


150.4 


8.0 




0 


0 


■2 


.1 


28.7 




.1 


i 2 ) 


4.5 


6.5 






0 


0 


i.7 


8.3 


8.7 




26.3 


5.3 


(*) 


1.9 


15.2 




(?) 


.9 


13.5 


18.1 


28.5 




in. 


3.4 


.4 


3.4 


130.4 




5.8 


.3 


3.0 


18.0 


41.7 




65 1 


51.9 


102.4 


268.0 


395.6 


25 


22.0 


6.3 


11.2 


3.0 


12.9 






1.9 


1.1 


10.C 


30.6 




3.1 


3.5 


6.7 


10.3 


6.9 




2.3 


1.4 


33.5 


91.4 


42.4 




8.4 


.3 


.8 


.5 


4.3 




11.5 


1.4 


7.3 


9.6 


18.3 




.4 


.7 


i.i 


6.2 


7.4 




0 


.1 




3.8 


5.9 




.9 


15 


10'2 


41.8 


39.3 




5.4 


29.5 


11 2 


45.4 


16.5 




.5 


.3 




7.7 


155.1 




(H . 


0 




5.0 


8.1 




10.2 


5.0 


1 7 8 


32.5 


46.8 




3.4 


4.5 


4.2 


15.2 


17.0 


34 


1.8 


3.7 


2.3 


8.8 


8.7 . 




1.6 


.8 


1.9 


6.9 


8.3 




.1 


.1 


2.7 


.6 


2.2 


27 



Crude materials SITC 2 3. 4) 325.3 100.3 

Soybeans 1 26. 5 ( a ) 

Cotton 185.9 79.7 

Synthetic fibers 1.6 2.0 

Soybean oil . 0 0 

Pn'P . ^nd waste paper .1 5.0 

Rough wood 0 0 

Other . . 21 7 13.6 

Chemical: (SITC 5) 10.1 5.3 

Chemical elements 7.9 2.4 

Manufactured fertilizers 0 0 

Plastic materials 2 2 ('-) 

Insecticides _0 .3 

Other (-) 2.6 

Basic manufactures (SITC 6) 18.6 73.8 

Leather 0 0 

Synthetic .yarn . 4 0 

Woven by'nthetrc fabrics 0 0 

Iron and stet! tubes and pipes .2.6 12.0 

Iron and steel wire rod 0 0 

Copper, 0 (*) 

Magnesium: beryllium P 0 

Aluminum . ( 2 \ _ 46.8 

Insert parts for. hand. tools , 3.8 .6 

Paper and paperboard -.7.1 1.4 

Other..;...;: : 4.7 13.0 

Machinery and transport equipment (SITC 7) 106.3 11.8.8 

Power generating equipment 20.7 24.2 

Qifice machinery „ .1 _.2 

Metalworkmg machinery Q 4.7 

Construction and mining equipment 3.9 13.0 

Heating and cooling equipment * 6.4 26.6 

Pumps and centrifuges: ::. .:::: 7.8 26.6 

Telecommunication apparatus.:::.:: 2.7 ...5 

Medical apparatus .1 ( 2 ) 

Electrical measuring and control equipment : 3.2 4.5 

Road motor vehicles::: ::::.:::.:: .3 4.5 

Aircraft 60 1 2.5 

Ships and boats::;;:::::.::::.::::.::::::::::.:::. ..:...: 0 2 

Other..::::.::::;;:::::::::::::.:.:::::::::;...:::;.::....: 1.5 11.3 

Miscellaneous manufactured goocts (SITC 8) : 2.7 5.0 

Professional and scientific instrument::::....:.: 2.2 2.1 

„. Other :..:: 5 2.9 

Other...::.. .:.::::::.::;:;;.:;:::::.::::.:.:.::::::::::::::::..:.: 5 .4 



1 Average annual rate ol growth. 1975-80 

2 Negligible 

Source UN peace tapes for 1974-80 tela 

Hard currency shortages, rising world prices, and slower growth 
of world demand for textiles, meanwhile, are expected to slow 
China's rapidly growing demand for foreign cotton. Because of the 
PRC's limited processing capability, U.S. exports of soybeans to 
China in 1982-85 are expected to level off. However, the PRC may 
increase its purchases of U.S. soybean oil to meet growing domestic 
demand. China aver the past several years has looked to the U.S. 
to satisfy the bulk of its soybean import needs and the U.S. now 
supplies over one-half of China's soybean oil import requirements. 
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H:S. manufactured exports to China';in 1982-85, meanwhile, are 
expected to continue .jri.sing_but_at_ a pace well below the average 
annual rate of 78 percent registered since 1976, The general cut- 
back in China's imports of Western machinery stemming from- the 
retrenchment program, should reduce substaritiajly the growth of 
U.S. equipment exports- to the PRC over the, next four years. Beij- 
ing will continue to be highly selective in its purchases of Western 
technology. Unless the U:S: has a clear technological advantage 
such as in the case of some oil equipment, computers, and electri- 
cal measuring and control equipment, China most likely will buy 
from countries that offer better financing. 

Because of growing- Chinese demand for intermediate goods 
needed for light industry, U.S. exports of basic", manufactures, 
mainly synthetic fabrics, tire fabric, paper products, and leather, 
should continue to register strong gains in 1982-85, U.S. exports of 
steel tubes and pipes, however, are expected to retain at. a low level 
until Beijing's effort to develop China's offshore oil fields and 
expand existing onshore facilities are in full swing. • 

U.S. chem ical -exports to the PRC should continue their .upward 
t r en d in lj )N2-85 but at a slower pace because of China's foreign 
exchange constraints. With little additional production capacity ex- 
pected over the next four years, Chinese demand for manufactured 
fertilizer should remain strong. China's efforts to increase agricul- 
tural output also should ensure continued strong demand for U.S. 
pesticides and herbicides. Because of emphasis placed on boosting 
Chinese textile output, U.S. exports to the PRC of- plastic materia 
ais — mainly polyester resins — are expected to continue increasing 
at a healthy albeit slower pace. 

The growth of China's exports to the U.S., meanwhile, will be 
hindered by the limited range of goods the PRC has to offer. (See 
Table 10 for U.S. imports from China for 1974-80.) Increases in Chi- 
nese exports of textile goods, which currently account for roughly 
3U percent of the PRC's total exports to the U.S. will be restricted 
to some extent at least through 1982 by the U.S.-PRC Textile 
Agreement. In addition to limiting the growth of major Chinese ap- 
parel exports to the U.S., such as cotton knit blouses, cotton shirts 
and trousers and synthetic fiber sweaters, the textile accord in- 
cludes a mechanism for the levying of import quotas on other tex- 
tile products. When the current agreement expires, the U.S. most 
likely will seek a new bilateral accord that limits imports of Chi- 
nese clothing or will impose unilateral restrictions if an agreement 
cannot, be reached. U.S. apparel imports from China in 1980, the 
first year of the bilateral accord, rose by about $100 million to 
roughly $250 million. 



TABLE 10— U.S. IMPORTS FROM THE PRC 

[In millions of US dollars] 



Total imports . .. 

Foodstuffs (SITCO; 1) : 

Fish 

Fr ait and vegetables 



1974 1975 1976 1977 1978 1 1979' 1980 



1 14 7 158.3 201.9 202.7 356.2 653.3 1,161.1 47 

16 3 16.1 24.2 26.0 29.9 58.0 67.0 27 

7.1 3.9 7.1 2.7 2.4 18.1 6.9 

2.0 2 8 5.7 8.7 1 1.5 12.6 27 7 
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TABLE ID.— U.S. IMPORTS FROM THE PRC— Continued 

| In millions ol U S dollars) 



1975 


1976 


1977 


1978* 


1979 1 


1980* 


2.0 


2.9 


5.2 


5.5 


9.1 


11.9 


3.0 


4.9 


4.5 


3.4 


4.8 


3.3 


.2 


.2 


.2 


.3 


.. 7.3 


7.4 


4.2 


3.4 


4.6 


5.8 


-6.1 


-9.8 


19.5 


40.9 


45.2 


65.0 


182.0 


302.3 


3.0 


4.0 


2.3 


4.8 


7.2 


5.0 


.7 


3.2 


4.1 


4.1 


4.1 


4.4 


0 


0 


0 


2.0 


12.3 


33.5 


-.4 


.9 


0 


U 


3.1 


13.8 


2.2 


2.3 


4.3 


6.0 


9.5 


16.6 


1.1 


.2 


.4 


.6 


2.3 


.6 


3.3 


8.1 


.8.7 


7.5 


10 0 


9.8 


3.0 


14.2 


19.0 


26.1 


101 


26.1 


:.6 


1.4 


1:7 


3.3 


8.6 


14 1 


0 


0 


0 


-0 


77.0 


20:1 


0 . 


0 


(4) . 


(4} _' 


27.7 


131:1 


6.2 


6.6 


4:7 


10:6 


10:1 


.27:2 


15.9 


180 


21.8 


38.5 


65.7 


114:8 


0 


o 


o 


3:4 


7.7 


8:0 


0 


0 


0 


2 


13.9 


25.1 


1:9 


3.9 


1:3 


3:7 


5.Q 


7.0 


0 


0 


0 


:4 


1.0 


3.9 


2.1 


.8 


1.1 


2.5 


4.7 


11.4 


2.5 


3.6 


5.5 


7.1 


6.2 


14.8 


3.5 


6.6 


10.0 


13.9 


17.7 


25.8 


.4 


1.1 


1.1 


4.1 


2.1 


3.3 


4.2 


.6 


1.4 


1.6 


4.8 


4.3 


1.3 


1:4 


1.4 


1.6 


2.6 


11.2 


79.4 


68.3 


49.6 


101.6 


100.0 


249.7 


27.4 


33.2 


17.5 


40.3 


25.8 


47.2 


2 


5 


1.1 


1.6 


2.3 


7.0 


1.8 


2.3 


2.0 


2.8 


4.4 


10.6 


1.5 


3.5 


4.6 


5.4 


9.3 


24.6 


.9 


4.4 


7.4 


10.9 


18.0 


40.7 


7 


1.9 


2.3 


4.1 


5.0 


12.5 


1.0 


1.8 


2.8 


3.3 


4.1 


16.0 


39.8 


13.2 


4.3 


15.7 


2.7 


U.\ 


1.5 


.8 


1.1 


4.5 


5.3 


31.9 


.1 


.1 


.1 


3.9 


9.9 


14.4 


.2 


.2 


.3 


- ; 1.4 


1.3 


' 3.5 


4.3 


6.3 


6.1 


7.2 


12.1 


27.2 


.3 


1.3 


.5 


.5 


1.2 


6.2 


.1 


1.0 


.4 


.3 


.8 


3.9 


.1 


.3 


.1 


.2 


.4 


2.3 


.1 


( 3 j 


( 5 ) 


0 


( 3 ) 


( 4 ) 


25.6 


47.5 


58.0 


120.2 


240.2 


417.6 


.5 


1.3 


1.9 


3.8 


3.9 


-9.6 


8.8 


16.5 


25.5 


68.5 


1658 


278.0 


1.1 


3.2 


3.3 


3.8 


16.2 


20.1 


.4 


.4 


.5 


1.4 


2.5 


-.1 


.2 


.4 


.5 


.7 


1.0 


-2.8 


6.0 


11.6 


9.0 


12.8 


16.5 


39.1 


.7 


1.0 


-U 


1.7 


1.6 


.6:9 


5.3 


10.1 


10.7 


20.3 


26.4 


43:0 


.1 


.7 


2.6 


3.5 


1.2 


.3:1 


2.0 


2.3 


2.3 


3.7 


5.1 


14:3 


1.5 


1.7 


1.6 


1.0 


4.7 


3:5 



Pe^ 
cent 2 



Tea 1.0 

Spices : 1.9 

Honey 3 

Other 4.0 

Crude materials (SlTC 2. 3, 4) 16.8 

Silk 2.7 

Fine animal hair (excluding wool) 1.3 

Natural barium sulphate and carbonate 0 

Bauxite and concentrates of aluminum ( 4 ) 

Ores and concentrates of tungsten.. 1.1 

Other ores and concentrates of nonferrous base metals 0 - 

Bristles r,^.., 5.9 

Bird feathers .X 2.1 

Plants, seeds and rlowers ...\ :9 

Crude petroleum 0 

Petroleum products :1 

- Other.™.., .........:.......:::....: 2.7 

Chemicals (SlTC 5) ..:.......:...:::::..::: 18:4 

Cyclic alcohols arid derivatives 0 

Sits of metallic acids 0 

Oxides and halogen salts .8 

Organic-inorganic heterocyclic compounds 0 

Medical products 10 

Essential oils 4.8 

Fireworks 1:0 

Gelatin and derivatives 1:2 

Wood resirt 8.2 

Other .:::: . 1.4 

Basic manufactures (SlTC 6) 42.7 

Woven cotton fabric 25.6 

Woven Silk fabric 1 

Hat bodies..........: .:.::...... ..:...... 8 

Linens 3 

Carpets....... 7 

Mats, screens, etc 4 

Pottery,,. 8 

Tin allQys,^..^ 9.4 

Base metals, jn.&s....,, .2.0 

Steel najls 4 _sj3ikes < _e.tc,., ( 3 ) 

Metal household utensils 2 

. _ ._ Other 2.4 

Machinery and transport equipment. (SlTC 7) .1 

Nonelectrical machinery ( a j 

Electrical machinery P) 

Transport equipment,. .1 

Miscellaneous manufactured goods (SlTC 8) 19.2 

Furniture 3 

Clothing 5.5 

Leather footwear 4 

Articles of plastics, m.e.s 5 

Toys, games and sporting goods 5 

Art and antiques 7.8 

Jewejfy_. 

Basketwork 2.6 

Feather goods, n.e.s ( 3 ) - 

Other 1-3 

Other 1:2 

I Data /or J 978: 1SZ9. and 1980 are CJ F. 
3 Average annual rate of growth, 1975-80 
'Negligible. ... 
Sources: UN Trade tapes, lor 1974-80 data. 
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Growing sensitivity .also could limit the gains of other Chinese 
exports in the 11)82-8)1 period. Although small , in comparison to 
U:S. Jbotwear. imports from other countries such as- South Korea 
and Taiwan, the sudden surge in Chinese Footwear sales to the U.S. 
has invoked complaints from Ui3, shoe manufacturers. Chinese ex- 
ports of prepared foods to the U.S. may run into similar problems. 
Because of an outcry from domestic producers, the U.S. in 1980 
raised the import tariff on Chinese canned mushrooms. 

Supply constraints are expected to hold down PRC sales of fuels 
and other raw materials to the U.S. in 1982-85. Because of the ex- 
pected decline in China's oil production, the volume of exports to 
the t±S: most likely will fall. Petroleum deliveries were largely re- 
sponsible for the recent jump in U.S. crude material imports from 
China and were a major contributor to the rapid growth of U.S. 
total imports from the PRC. 

The outlook for substantial increases in exports of other crude 
materials, such as non ferrous metals, also appears slim* at least 
over the next four years. Because of production limitations, Chi : 
nese exports of nonferrous metal to tha U.S. are not ^expected to 
Pl^y a major role in U.S.-PRC trade in 1982-85. Several projects 
that were designed to help boost China's nonferrous metal output 
reportedly have been postponed or cancelled. 



SINO-JAPANESE ECONOMIC RELATIONS 



: By Richard K. Nan to* 
Introduction 

In 1951, Japanese Prime Minister Yoshida wrote to John Foster 
Dulles that the Japanese Government desired "ultimately to have 
a full measure of political peace and commercial intercourse with 
China." 1 During the ensuing two decades, however, Japan's ruling 
Liberal Democratic Party generally followed the U.S. lead arid re- 
stricted most of its political and economic relations to Taiwan. The 
exchanges t h a t did occur w ith t h e People's Republ i c were confi ned 
primarily to limited commercial trade and people-to-people diplo- 
macy, often spearheaded by Japan's opposition political parties. 2 In 
however, despite these encumbrances, Japan became the 
PRC's major trading partner. 

_ As-the 1970s-began; however,_pressures were building around the 
Pacific Basin for a complete Sin o-Japan ese rapprochem en t . W i t h 
the end of the Vietnam War combined with what Ghina perceived 
to be an increased military threat from the Soviet Union and a 
need for new trade and diplomatic thrusts, China sought to im- 
prove its relations with Japan (and the United States). 

Even before the announcement in 1971 of the thaw in American- 
Chinese relations, unofficial exchanges between China and Japan 
had been expanding. During 1971 and 1972, a remarkable reversal 
of consensus occurred in Japan that led to a normalization of rela- 
tions with the People's Republic in 1972. 

Japan now stands as China's leading trade partner with about 20 
percent of its total exports and imports. The two economies share a 
natural complementarity buttressed by differences in .level of devel- 
opment, wage levels, capital stock, and natural resource endow- 
ment. This complementarity provides 1 for lar^e gains to be made 
from specialization and exchange. Japan's high^ level of technologi- 
cal development, mechanization, and wage levels combined with a 
near absence of natural resources contrast sharply with Chinas 
lower levels of manufacturing _te^ 

zation, as well as abundant reserves of natural resources (although 

somewhat underdeveloped). 

The geographical proximity of China and Japan allows for inex- 
pe nsive ocean transport compared _ with t r ading routes to Europe , 
the Americas, or Australia. In a statement accompanying the Sino- 



• Analyst in International Trade and Finance, Economics Division* Library of Congress.. 

1 Letter. Prime Mini8ter Shigeru Yoshida to John Foster Dulles. Department of State Bulletin, 
Jan. 28, 1952. p. 120. 

2 For more information, oh Japanese-PRC relations during this period, ChaeJin Lee, Japan 
Faces China, Political and Economic Relations in the Postwar Era. BaUimore, Johns Hopkins 
University Press, 1976. 
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Japanese Treaty .of I'eace and Friendship, China . referred to the 
two: countries as being 4 joined by a strip of . water _ - 

Sino-Japanese commercial relations also feed off of the deteriora- 
tion in Sino-Soviet relations. Since China uses its foreign trade as 
: n important instrument of foreign policy, it a\ parently has direct- 
ed some trade toward Japan (and the United States) in an attempt 
to strengthen its position vis-a-vis the Soviet Union. 

Prior to 1972, Sino-Japanese trade never exceeded $900 million 
both ways. In 1972, the two-way trade jumped to $1.1 billion, tri- 
pled to $3.3 billion in 1974, peaked at $3.8 billion in 1975 before 
dropping to $3.0 billion in 197(k By 1978, however, the two-way 
trade level had leaped to $5.0 billion, grew further to $6.5 billion in 
1979, and reached $9.4 billion in 1980. In 1980, Japan bought 20 
percent of the PRC s exports and provided 25 percent of its im- 
ports. 

This bilateral trading relationship affects the United States in 
several ways. First, American and Japanese export industries com- 
pete directly with each other for sales of specific commodities in 
the China market. Second, the United States and Japan also com- 
pete indirectly in their levels of trade with the PRC. Since the PRC 
tends to incur trade deficits with both countries, a large deficit 
with one country will tend to depress purchases from the other. 
Third, solutions to problems Japan has encountered in its China 
trade can provide valuable information to guide U.S. actions in 
similar circumstances. And fourth, the United States has an inter- 
est in the development of friendly Sino-Japanese relations as a sta- 
bilizing force in Asia. . 

In this paper, Sino-Japanese economic relations are examined 
from a Japanese perspective in terms of institutions, cultural, and 
historical factors underlying trade and then in terms of the levels 
and commodity composition of that trade. Specific bilateral trade 
issues, including the problem of contract cancellations, are then 
discussed. 

China's Orientation Toward Japan: A Natural Posture? 

Over the centuries, Japan has absorbed so much Chinese culture 
that the study- of Chinese history, calligraphy, and literature is 
mandatory in Japanese public education. Until the nineteenth cen- 
tury, China was the center of the oriental world. Along with Korea,. 
Japan's ethnic ties to China are probably closer than to any other 
nation. - L — ----- 

China also views Japan as more of a kindred country than. the 
nations of the West: In Chinese rhetoric, the Japanese might be 
classified with "monopoly capitalists", but unlike Westerners they 
are not tagged as "foreign devils". Japan's experience with econom- 
ic development also serves as a model for China. China's four mod- 
ernizations by which it plans to develop during the last two dec- 
ades of the twentieth century is reminiscent of Japan's thrust for 
"fukoku kyohei" (rich nation, strong military) during the late nine- 
teenth century. 



5 Let the People of China and .Japan Remain Friends for all Generations to Come, Renmin 
Ribao editorial reprinted in Beijing Review, Auk. 1*. P- 
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In modern liim*s, however, relations between China and Japan 
have been more antipathetic than amicable.. Besionjn^.with the 
Sino-Japanese War in 1895, through- Japan's establishment of Man- 
churia, peaking with Japan's invasion and _bc_cupation of much of 
China during World War II, and continuing with Japan's support 
of the U.S. policy of. containment of China after 1^9, S_ino-Japa- 
hese relations in the twentieth century have been considerably less 
than friendl; . ______ _ a 

Although China has chosen not to make an issue of Japan's ac- 
tions against it during World War li, among the Chinese people 
there is an undercurrent of resentment toward Japan that has 
been nurtured by decades of Chinese education, and which could 
surface under certain -circumstances: JDuring the normalization 
talks between Premier Zhou and Prime Minister Tanaka, for exam- 
ple, the Chinese officials appeared to be visibly disturbed that 
Tanaka did not openly apologize for Japan's past actions against 
the Chinese people. 4 

China and Japan also differ considerably from each other. West- 
erners might be hard pressed to distinguish between the two races 
or their written languages, but there is probably almost as much 
difference between Chi/.^ and Japan as there is between the 
United States and Japan. Part of the gap between China and 
Japan stems f>om the divergent paths of economic development 
each has taken from the middle of the nineteenth century. While 
the two countries were economically similar in the mid-lSOO's, the 
rapid industrial ization,. modernization, Westernization, and the 
market oriented economy of Japan has catapulted its society more 
into a Western than Eastern mold. The typical citizen of Tokyo 
probably lives more like his counterpart in Washington than in 
Beijing. : - 

Still, geographic proximity, long historical ties, close ethnic. iden- 
tification, the opportunity for mutually advantageous trade, the 
Chinese-perceived threat from the Soviet Union, and tht sheer size 
of each economy compel closer economic ties between the two coun- 
tries during the 1980s. These ties have been flourishing under the 
new institutional framework for Sino-Japanese economic relations 
developed during the 1970s. 

Treaties and Agreements: The Ties That Bind 

Since the major portion of Chinese trade is conducted by govern- 
ment agencies, trade with the PRC has difficulty developing with- 
out an official institutional framework, In 1971, former President 
Nixon's announcement of his proposed visit to China came as a 
great "shokku" (shock) to Janan, in part because the ruling Liberal 
Democratic Party (LDP) had oeen resisting pressures- from both the 
opposition Socialists and Communists and even factions within its 
own party to re-establish complete economic and diplomatic rela- 
tions with China. ._ 

The Nixon announcement came with what many in Japan con- 
sider inadequate consultation with them. Japan most likely would 
not have opposed such a move anyway, but the growing Sino- 



4 Lee; bp: cii, p. 122; 
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American rapprochement left the LDP clinging to an obsolete for- 
eign policy that potentially could have weakened its domestic polit- 
ical power: 

Following the Nixon breakthrough, Japan's LDP moved quickly 
to upgrade Japan's ties with the PRC. Normalization of relations in 
1 ( .)72 was followed by a trade agreement in 1974 whicl^ included the 
mutual extension of most-favored-riatioh status. In 1978, the two 
countries concluded a Long-term Trade Agreement, a Treaty of 
Peace and Friendship, and extended the newly signed trade agree- 
ment: In addition, smaller agreements on aviation, maritime trans- 
port and cargo, and recognition of trade marks have also been 
signed. 5 

The Long-term Trade Agreement. — The Sino-Japanese Long-term 
Trade Agreement (LTTA), signed on February 16, 1978 had been 
under consideration for several years. The Agreement sets forth 
planned increases in imports from and exports to Japan. 6 

The agreement, itself, was signed by two private committees, al- 
though each had the support of its respective government. On the 
Japanese side the Provisional Committee for the Japan-China 
Long-term Trade Agreement consisted mainly of representatives 
from Large Japanese corporations with interest in doing business 
with China, such as Nippon Steel, Mitsubishi Heavy Industries, 
and the Bank of Tokyo. On the Chinese side was the China-Japan 
Long-term Trade Council, headed by China's Vice-minister of For- 
eign Trade. 

The eight-year agreement set specific targets for both the level of 
trade and for Chinese exports of crude oil, coking, coal and ordi- 
nary coal over the first five years of the agreement. It called for a 
total of $20 billion in two-way trade divided equally between the 
two countries. _ __. __ 

According to the agreement, Chinese exports of crude oil to 
Japan were scheduled to rise from 7 million tons in 1978 to. 15 mil- 
lion tons in 1982. Exports of coking coal were likewise slated to rise 
to 2 million tons in 1982 while ordinary coal was to increase to 
about -1.6 million tons. Japan was to export machinery and equip- 
ment to China. The equipment for phase one of the Baoshan Iron 
and Steel Works in Shanghai were the first complete plants im- 
ported from Japan under the agreement. 7 

Articled of the LTTA allows for China's imports to be financed 
on a "deferred payment formula," but no system of trade accounts, 
a type of barter system common among communist bloc nations, 
was established. The concept behind the agreement, however, was 
that China would trade its energy resources for Japan's high tech- 
nology equipment and products. No specific interest rates or pay- 
ment terms were design in the agreement (mainly because the 
two sides could not reach a consensus on them). This problem was 
later solved in the extension of the LTTA. 



* In Japan tht thru Iradt issoti itionx that deal with China arc the Association for the Pro- 
motion -of International Trade (Ki>bui>okDjs6J,..ilu». .Japan-China . Association on Economy and 
Trade (Nichu Keizai Ky 0 kai) and the Japan External Trade Organization (JETROl. See Japan's 
Matchmakers. China Trade Report, v. :<). April 10S1-. pp. i:M4. 

rt An unofficial translation of the agreement is in China Newsletter. v t 2a. June 1U/H. 

7 Ky Yintf. China-Japan Trade. China's Foreign Trade. Feb. 1979. pp. 2-H. 
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Article 4 of. the I/JTA eliminated the political conditions previ- 
busly required for Japanese companies to do business with the 
PRC. It states that transactions from the agreement would be cbri : 
ducted on the "basis of reasonable international prices and interna- 
tional trade practices/' . . 

Economic exchanges between. China and Japan under the trade 
agreement rapidly expanded to levels exceeding even the most opti- 
mistic expectations. During the first six months of 1978, Japanese 
firms had contracted to sell almost $10 billion worth of exports to 
the PRC— the amount stipulated for the entire eight years of the 
agreement. In addition, in August of that year, the two countries 
signed a Treaty of Peace and Friendship which generated_xnore op- 
timism about future levels of trade. On September 14, 1978, there- 
fore, the LTTA was extended five more years to 1990 with_.the total 
amount of two-way trade raised from $20 billion for the eight-year 
period to $80-$100 billion for the new thirteen-year span: 

The LTTA extension also established a regular ministerial-level 
cbnference'to discuss trade matters; provided for Japan's coopera- 
tion in developing China's electrical power, coal, and nonferrous 
metal industries; called for a treaty on science and_ technological 
exchange; permitted Japan ese busi n esses to open offices in Ch in a ; 
arid recognized tentative acceptance by China of guidelines by the 
Organization for Economic Cooperation and Development (OECD) 
for ca 1 c u)at ing i n t e rest rates: 

The LTTA along with its extension gave Japanese manufacturers 
a firm competitive position in _ vying with Western developed na- 
tions for China's business, despite a similar agreement on trade 
that had been reached between China and the European Economic 
Community. 8 

- Sino- Japanese Peace and Friendship Treaty.— The Treaty of San 
Francisco which officially ended the war with Japan for the United 
States and forty-eight other Allied countries did not include either 
the Soviet Union or the PRC, although Taiwan did sign a separate 
peace treaty. The official termination of hostilities between the 
PRC arid Japan, therefore, required a bilateral Treaty of Peace and 
Friendship. Article 8 of the Tanaka-Zhou joint statement in 1972, 
which normalized relations between the two countries, called for 
the conclusion of such a treaty. 9 _ 

Two problems between -China and Japan greatly hindered the 
smooth conclusion of the Treaty of Peace and Friendship and still 
remain unresolved. The first was the claim by each nation to the 
Senkaku (Tiao Yu-t'ai) Islands located between Okinawa arid 
Taiwan. The second was the antihegemony clause which China in- 
sisted be included in the treaty. 

Both China and Japan appear to have legitimate claims under 
international law to the Senkaku Islands located between Okinawa 
and Taiwan, The importance of the islands has been underscored 
by the possibility that sizable offshore oil deposits exist in their vi- 
cinity^ Four months prior to the signing of the_ treaty, more than 
100 Chinese fishing boats entered the waters around the islands. 



" Tracy Da hi by. Peking opens the door to Japan: Far Eastern Economic Revieiy. v. 99, March 

». 197iLpp.40-.il. _ 

fc The Joint Statement is reprinted in Lee, op. cit.. p. 11 1. 
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Chinese fishermen Immdished placards laying claim to the islands 
and caused a wave of. political pandembriiu^ flap 
was temporarily resolved when the Chinese stated the incursions 
were accidental. The two sides reach "tacit uriderstanding/ , ac- 
cording to Japan, that each side would not touch on the issue in 
ord er t h a t normal iza tion could p rbceed . 1 1 

One of the purposes for which China sought normalization of re- 
lations with Japan was to counter what it perceives as a growing 
military threat from the Soviet Union. The Tanaka-Zhou joint 
statement in 1972 contained a clause apposing effortsby any coun- 
try to establish hegemony in the ^ Asia-Pacific_regiori. China insisted 
that such a clause also be .included in the peace treaty, but "Tokyo 
resisted Tor fear of further angering Moscow, which viewed the 
clause as unmistakably anti-Sovet." 12 After three years of being 
deadlocked on this is^ue, a compromise was reached by inserting 
article IV into the treaty. This states that the treaty would not 
affect relations with third countries. 1; * 

GSP Tariff Treatment for China— As of April 1980, Japan has 
granted the PRC preferential treatment for its exports to Japan 
under what is referred to as the Generalized System of Prefer- 
ences. This action qualifies certain Chinese exports to be accorded 
reduced import duties within certain quota ceilings in Japan. 14 
Japan had previously granted China most-favored-nation (MFN) 
status. • _ i .. 

The Japanese preferential tariff system covers 75 agricultural 
and marine p r pd u c ts as _w_el 1 as all m i n e ral and i hd us t r i al p rod u c ts 
except for about 2f> items including oil, plywood, and raw silk (a 
major Chinese export). Agricultural and marine products have no 
quota ceilings and are accorded preferential tariffs that are 10_tb 
100 percent lower than MFN fates. Mineral and industrial prod- 
ucts generally are without tariffs except for 48 commodities which 
have rates set at 50 percent of the MFN rates. Japan's formula for 
computing quota ceilings had to be adjusted to account for the in- 
creased volume of trade from China, ostensibly in order to prevent 
sudden increases in ceilings which would impact certain domestic 
industries adversely. 

__In order for a country to qualify for GSP treatment from Japan, 
its economy must be classified as less-developed, it must be a 
member of the United Nations Conference on Trade and Develop- 
ment (not the General Agreement on Tariffs and Trade as is re- 
quired in the United States), and the action must be approved by a 
Japanese Cabinet Order. 

- Granting of GSP treatment for China is particularly significant 
for Japan because it marks the crumbling of a pillar upon which 
the Long-term Trade Agreement was based. The conceptual struc- 
ture underlying the LTTA was that the PRC would be able to pay 
for :ts imports of technology, machinery, and other sophisticated 



,0 SusuHvu Awariuharii: An il) wind from theSonkakus. Far Eastern Economic Review, v. 100. 
April 28. 1!>7K. pp. 10-11. 

11 ChuKoku, Gyosen ShutsuRyo wa (iuhatsu (China, fishing by fishing boats accidental). Asahi 
Shimbum April ift 197K pi -- - — r 

12 Tracy Dahlbv. Looking for a fancy phrase. Far Eastern Economic Re-iew, v. 101, Au^. 18, 
1978. pp. 10-41. 

13 the full text of the treaty is in the Beijing Review, v. 'SA, Aug. 18. ID7K 

M Japan extends GSP tariff treatment to China. China Newsletter, June 1980. pp. 21-22. 
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products with exports of crude oil and coal. .With the difficulty that 
China is experiencing in increasing its energy production, however, 
Japan is being compelled to ease the entry of Chinese exports of 
manufactured goods, many of which compete directly with Japa- 
nese products, in order to .bring bilateral trade more into balance. 

Level of Trade: Mostly Up But Sometimes Down 

During the three-decades following the Communist revolution in 
China, the level of bilateral trade with Japan has generally fol- 
lowed a steep upward trend but also has fallen dramatically during 
certain periods. From 1950 to 1956, total trade (exports plus im- 
ports) grew from $59.0 to $151.0 million under three private trade 
agreements. (See Table 1) 



TABLE L— JAPAN'S TRADE WITH THE PEOPLE'S REPUBLIC OF CHINA, EXPORTS, IMPORTS, AND 
SHARES OF TOTAL TRADE, 1950-80 

[Dollars in thousands] 



1950 

1956 

1959 

1966 

197? 

19/3 . 

1974 

1975 

19/6 . 

1977. 

19/8 

1979 

1980 



exports to the 
PRC 


Japan's imparls from 
the PRC 


Japan's trade 
with the PRC 
as a percent 
61 Japan's 
total trade 


China's trade 
with Japan as 
a percent of 
China's total 
trade 


$19,633 


$39,328 


3:3 


4.9 


67,339 


83.447 


2:6 


4.8 


3.648 


48,917 


0:3 


0:5 


315,150 


306.237 


3:2 


14.6 


608.921 


491:116 


2:1 


186 


1,039,494 


. 974,010 


2.7 


20.4 


1.984.475 


1.304:768 


2.8 


24.Q 


2.258.577 


i;53i;076 


3.3 


26.Q 


1.662.568 


1.370:915 


2.3 


22,9 


1.938.643 


1:546,902 


2.3 


23.2 


3.048.748 


2:030:292 


29 


238 


3.698.670 


2:954:781 


3.1 


22.6 


5.078.335 


4.323.374 


3.9 


23.1 



Note Valuation r> dee 6n board tor eiports and-Customti clearance for imports, _______ . _ _ _. ... _ . .. .... ._ 

Sources Bay*J or. Bank c! J.ipan. Economic Statistics Monthly. China Newsletter. March-April 1981. P 32-36. Otlice of the Prime Minister. 
Japan Statistical Yearbook, and International Monetary Fund. International Financial Statislics 

In 1957, however, the breakdown in talks establishing a forth 
trade agreement combined with an incident in Nagasaki over a 
Chinese national flag caused the PRC to cancel about $100 million 
in import and export contracts. Within two years, total trade be- 
tween the two countries had plummeted to $22.6 million. 

In 1960, however, with the failure of the Great Leap Forward 
and the escalating Sino-Soviet confrontation, the PRC began again 
to encourage trade with Japan. By 1963, total trade had nearly re- 
gained the previous high recorded in 1956, and by 1966 had quadru- 
pled to $621.4 million. The Cultural Revolution beginning in 1966 
however, abruptly dampened both China's ability and inclination 
to rely on foreign trade. For the next two years, trade with Japan 
fell but in 1969 quickly recovered. 

Following normalization of relations between the two countries 
in 1972 total trade has been growing at an average rate of 30.8 per- 
cent per year. In 1980 total bilateral trade reached $9,401. i .jnilhon 
with Japan's exports to the PRC at $5,078.3 million and imports at 



$4,:i2:i.4 million. Barring dramatic political changes in the PRC, 
trade with da pan should" continue to grow during the 1980s,, al- 
though the rate of increase will likely moderate considerably. 
China's shopping list with Japan appears to.be virtually endless. 
The major ^constraint seems to be China's ability to generate suffi- 
cient foreign exchange to pay for imports from Japan. 

In terms of dependency, the PRC generally depends more on 
trade with Japan .than" Japan depends on trade with the PRC. 
Since the mid-l!M)()s, Sino-Japanese trade has accounted for a sig- 
nificantly larger percentage of Chinese the, n Japanse trade. The bi- 
lateral trade comprises about '{ percent of Japanese external mer- 
chandise trade while it accoants for about 22 percent of China's* 
(According to Chinese statistics, in 1980, Japan accounted for 22.2 
percent, of Chinese exports and 26.0 percent of Chinese imports). 
While Japan is the PRC's largest trading partner, the PRC ranks 
fifth (up. from seventh in 1979) in Japan's trade behind the United 
States, Sa u d i a A r a b i a , In d on es i a, and Austra lia. Japan's trade wi t h 
the PRC is at^ about the same level as that with Taiwan, Korea, 
and Germany 

In general, Chinese imports from Japan also play a more signifi- 
cant role in the "four modernizations" than Japanese imports from 
China play in Japan's economic plans. Although China could pro- 
cure many of Japan's_exports of high technology equipment and 
steel products elsewhere, the combination of price, quality, and fa- 
vorable financing, would be idifncult to match. 

The bilateral balance of trade during the sixteen years from 1950 
to 19(>5 favored China, which over that period ran a cumulative 
surplus ofl328i-.fi million and an average surplus of $17.6 million 
per year. From 1 9 6.6,. howeve r, the surplu s sw ung to J a pan 's side 
with the Chinese incurring a cumulative bilateral trade deficit of 
$j>,633.2 million over the next 15 years for an average of $375.5 mil- 
lion per year and a record $1,018.5 million in 1978. 

China's bilateral trade deficit with Japan has recently been 
showing signs of narrowing. In 1980, for example, the trade would 
likely had been close to a balance were it not for a fourth-quarter 
surge in Japanese shipments of machinery and a rush of last- 
minute imports by local Chinese authorities in anticipation of 
tighter restrictions on their importing activities. During the fourth 
quarter, Chinese imports from Japan exceeded its exports by more 
than $500 million to balloon the 1980 trade deficit to $755 million, 
up from the 1979 level of $744 million. * 

As a percentage of two-way trade, however, China's bilateral 
deficit with Japan has declined from 20.1 percent in 1978, to 11:2 
percent in 1979, and to 8.0 percent in 1980. China's policy of read- 
justment and the slowing of orders for new plant and equipment 
from Japan indicate that future bilateral trade is likely to be closer 
to balance. One forecast projects the Japanese surplus to disappear 
by 198.3 and a $460 million deficit to appear by 1985. 15 This bodes 
well for U.S. exports to the PRC, in as much as a reduced deficit 



- '-^J a pa nest* exports valued f.o.b! arid imports from China clX Masahiko EmishL Bocki no 
Ko/.o to 11*80 Nehdai..n.o Tenbo (Structure of trade and outlook for the 1980s) in Shigeru 
Ishikawa, ed. 11W0 Nendai no Chutfoku Kuizai (The Chinese economy in the lilHOs). Tokyo, Ninon 
Kokusaio Mondai Kenkyujo., H)H0. p. 2a0. 
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with Japan will _eii.se thi« pressure of China to reduce its equally 
large deficit in trade with the United States. The PRC's trade sur- 
plus with Hong Kong-of more than $2. billion per year, however, 
gives it considerable leeway to run bilateral deficits with other 
countries. 

Commodity Composition of Trade 

The con odity composition of trade between the PRC and Japan 
attests to the complementarity of the two economies, Chinese ex- 
ports to Japan consist primarily of raw materials, food, and light 
manufactures: Japanese exports to China, on the other hand, are 
comprised mainly of products of heavy industry and high technol- 
ogy 

As shown in Table 2, in 1980 over half of China's merchandise 
exports to Japan consisted of mineral products with crude oil alone 
accounting for 45.1 percent of the total. Coal exports, while still 
only about a tenth of the value of oil, nearly doubled between 1979 
and m<). : 

TABLE 2 -CHINA'S MERCHANDISE EXPORTS TO JAPAN BY COMMODITY, 1979-80: CUSTOMS ^/ 

CLEARANCE BASIS 

E Dollar amounts tn thousands! 



Commodity 



Animal products of which 

Fish and shellfish 

Vegetable products 

Mineral products of which 

Coal 

Crude oil 

Textiles and textiles articles of which 

Silk and silk fabrics -.. ... 

Cotton and colton fabrics 

Garments 

Others .". 



19/9 


#80 


share 




( percent j 


$285,606 


5297,108 


6.9 


182,536 


181.979 


4.2 


341.516 


321.623 


7.4 


1.W2.875 


2,514,233 


58.2 


69,098 


116,519 


2.7 


1,003,522 


1.949,172 


45 1 


679,323 


682,967 


15.8 


257.812 


171,611 


4.0 


104.731 


92,180 


2.1 


161,716 


230,704 


5.3 


375,461 


507,443 


1U 


2,954,781 


4.323,3/4 


100.0 



Source Japan External Trade Organiiation JapanChina Trade. 1980 Statistics China Newsletter. March-April 1981 P 35. 

Textiles and textile articles at 15.8 percent of tota] Chinese ex- 
ports to Japan reflect China's comparative advantage in labor in- 
tensive' and traditional silk products. Note, however, that garments 
have supplanted silk as China's major textile export to Japan. I his 
reflects, both increased Japanese protection of its silk industry and 
a rise in exports of finished clothing. Some of the clothing is being 
manufactured under compensatory trade arrangements, ..whereby 
China pays for imports of equipment with exports of specific com- 
modities, many of which are manufactured according to Japanese 
specifications. 16 Chinese textile exports potentially could became a 
major point of friction in Japan, as it is in the other developed 
countries of the world. In textiles, Japanese industry competes di- 
rectly with Chinese products. 

»»For a typical case of Japanese sewing machines traded for pajama output, see Japan exter- 
nal Trade Organization. China: a Business Guide: Tokyo, JETRO. 1971). p. 157-9. 



118 



The reriiiii rider of the ( 'hi nest* exports consist of agricultural 
products, meats, fish, shellfish, and miscellaneous. articles, such as 
antiques, art work, building materials, Land fireworks. 

Japanese exports to the PRC, as shown in Table 3, consist pri- 
marily of products of heavy industry and high technology. Machin- 
ery and mechanical apparatus comprise 42.2 percent of the exports 
with nearly half of that accounted for by general machinery. 
Metals and metall'e articles account for another .33.2 percent of 
Japanese exports to China. Iron and steel products alone account 
for nearly a third of Japan's exports to the PRC with a value of 
more than $l.f> billion per year. It is little wonder, therefore, that 
projects such as the Baoshan steel mill hold such appeal to Chinese 
planners. 



TABLE 3. - JAPAN'S MERCHANDISE EXPORTS TO CHINA BY COMMODITY, 1979-80 

jDoiijr amounis in Ihcurandsj 



Commodity 


19/9 


1980 


mo 

share 
(percent) 


Chemical goods of wtiict) 


$486,083 


$575,416 


11.3 


Chemical fertilisers 


208,474 


244.476 


4.8 


Metah and arltcles (hereof of which 


1.748.912 


1.686,655 


33.2 


Iron and steel and articles thereof. 


1.725.791 


1.618.233 


31.9 


Machinery and mechanized apparatus of which .. . 


1.134.043 


2.154.309 


42.2 


General machinery 


418,229 


1,164.226 


22.9 


Electrical machinery ... 


1154.693 


422.428 


8.3 


Transport machinery 


429.814 


426.746 


8.4 


Scientific, optical, and precision apparatus 


121.307 


140.909 


2.8 


Textiles and textile articles ot which 


164,127 


403,900 


8.0 


Man-made libers 


50.839 


155.127 


3.1 


Others 


165.505 


258.055 


5.1 


Total exports 


3.698,670 


5.078.335 


100.0 


Source Japan External Trade Organization Japan-China Trade 1980 Statistics China Newsletter March- April 1931 p 


33. 





Chemical goods comprise another 11.3 percent of Japanese ex- 
ports t o China, t ex t i 1 es a n d text ile a r t i c 1 es 8 . 0 pe r pen t and m i s ce 1 - 
ianeous items 5:1 percent. Japanese textile exports to China consist 
almos t en t i re ly of sy nthet ic fibers or ya rns. This contrasts sharply 
with Chinese textile exports to Japan, which consist primarily of 
fabrics of silk and cotton as well as garments. 

Little is reported about competition between domestic Chinese 
manfacturers and imports from Japan. This stems partly from the 
Chinese view of imports as a supplement to domestic production or 
a source of supply for goods not available domestically. Still, com- 
petition must exist in industries such as machine tools, steel prod- 
ucts, and electronics equipment in which Chinese industry is rea- 
sonably well developed. In computers, Tor example, imports must 
exert acute pressures on Chinese production facilities that are 
turning ou t. com pu te rs _ that are of te n_ o n e-of-a -k ind and at least a 
generationbehind those available from abroad, 17 

In the China market, Japanese exports often compete directly 
with those from the United States. Except in iron and steel prod- 



17 Karen Berney. Computer sales to China. China Business Review, v, 7, September- October 
1980. pp. 2H-:\2. 



1 2 

^ 



119 



ucts r in which Japan holds a major cost advantage and in agricul- 
tural ^opds^ in _wh]ch _the United States holds dominant -advantage,^ 
U:S. and Japanese firms frequently compete head-on Tor sales tcr 
China\ Some evidence exists that political considerations intervene 
to favor one side or the other. Still, the ability of U.S. firms to com- 
pete with Japan in this market is one indicator df the international 

strength of U.S. industry. . _ 

_In 1980, for example, while the United States exported $3,754.4 
million in merchandise to China, Japan exported 5,078.3 million 
dollars' worth. For the United States, however, $2,258.9 million in 
exports were in agricultural products and cotton. In machinery ex- 
ports, the United States shipped $164.7 in equipment (earth 
moving, material handling, data processing, and communications) 
and machine tools. During the same year, Japan exported $1,595.4 
million or nearly 10 times as much machinery, including $1,171.6 
million in non electrical machinery (engines, pumps, lifting ma- 
chinery, excavating machinery, and machine tools) and $423.8 mil- 
lion in electrical machinery (power machinery, television, tele- 
graph, and furnaces). In iron and steel products, likewise, the 
United States exported $42.2 million to China in 1980 compared 
with $1,626.4 from Japan. 18 

Of course, trade between the United States and China is expand- 
ing rapidly from a small base. In 1980, U.S. exports to China were 
at approximately the level of Japan's in 1978. Japan's exports of 
machinery are also expected to taper off over the next few years as 
the backlog of deliveries of machinery for whole plants contracted 
during 1978 and 1979 are completed or terminated. The United 
States also leads Japan in sales to China of some highly sophisti- 
cated items such as aircraft and computers. Japan exports virtually 
no aircraft and despite U.S. restrictions on shipments of strategic 
equipment to China, cumulative U.S. sales of computers to China 
(as of fall 1980) totalled an estimated $152.9 million compared with 
Japan's $75.3 million. 19 - . 

Still, a comparison of U.S. and Japanese sales to China indicates 
that Japan apparently holds a sizable advantage over the United 
States in selling non-agricultural goods to China: This is not incon- 
sistent with U.S. and Japanese export performance in other third 
world markets. In general, Japan has been gaining position in 
manufactured exports, while the United States has been losing. 20 

While geographic proximity and lower costs of production con- 
tribute to Japan's industrial competitiveness, Japanese government 
policies also enhance Japan's ability to compete in China.. Japan^s 
government established official trading agreements and- facilities 
quickly after normalization. The government also moved speedily 
to grant most-favored-nation status and preferential tariffs for 
China. Perhaps equally as important, however, has been the wide 
range of government industrial policy measures favoring industrial 
development and export competitiveness in Japan. Such measures 
include rapid depreciation schedules, favorable tax treatment, pro- 



- '"Data from U-S: Central. Intelligence Agency, National Foreign Assessment Center. China: 
International Trade. Fourth Quarter. 1980. pp. 2J-25. 

,8 Berney op. cit., pp. 29-32. 

20 Eleanor M. Hartley, JapariX Export Competitiveness in Third World Markets. Significant 
Issues Series. Center for Strategic and International Studies, Georgetown University. 1981. p. 6. 
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motion of rationalization (efficiency in production), and an ample 
supply of credit. 2 1 

Bilateral Trade Issues 

Bilateral trade between the PRC and Japan benefits both coun- 
tries but is hot without problems. From China's viewpoint, the 
trade deficit with Japan has been large and chronic, although re- 
cently it has shown signs of disappearing. There is some asymme- 
try in the indirect benefits from the bilateral trade. The goods that 
China sells to Japan tend to be raw materials^ food, l and Jight man- 
ufacturers in which the value added is low. and the technological 
spin-offs few, while the goods that Japan sells to the PRC tend to 
be products with high value added and technological- spin-offs. 
Some of the advanced plant technology purchased from Japan also 
seems inappropriate for China's developing economy. 

From Japan's viewpoint, the problems in trade with China have 
centered mainly on financing and vacillation in Chinese economic 
policy. Japan has been the major victim of the Chinese cancellation 
or postponement of investment projects. Japanese firms exporting 
plants to China have complained that because the Chinese reject 
foreign participation in project planning, they are precluded from 
conducting feasibility studies or other preparations.^ 2 Japan has 
a lso experienced difficu 1 ties in ass i mi 1 at i ng some Ch i h ese prod acts 
such as heavy petroleum which requires special equipment to 
refine. 23 Chinese silk and fishery exports also compete directly 
with two industries in Japan that are declining: 24 

The major benefits to Japan from the trade are dive rsjficatjon in 
sources of supply, in particular for energy, the development of a 
sizable, new export market, economic ties with the largest country 
in Asia, and the opportunity to assist an Asian nation with which 
Japan has close cultural affinity. China also sells certain items, 
such as silk and art works, unavailable from other markets. 

For the PRC, trade with Japan also represents a diversification 
in sources of supply and a new market for Chinese exports. Certain 
Chinese products, such as textiles and garments, meet restricted 
markets in North America or Europe. Yet these are the products 
in which the PRC is perhaps the most competitive and most able to 
increase output quickly. In 1980, for example, China exported 
$403:9 million worth of textiles to Japan, 

As the only major industrialized nation in Asia, Japan offers 
China a wide range of high-technology products at competitive 
prices and relatively short delivery times. Since much of the ad- 
vanced technology available in Japan is embodied in machines and 
equipment, that technology can be obtained simply by purchasing 
the final product. The alternative cost of developing such technol- 
ogy domestically would be extremely high compared to buying it on 



21 -For further discussion* see Had ley, bp-bit 

-"^Tukuji Shimana_Qvl;rview._ Econoitiir JCye^ v. 2, June l.OHl . p. 2. _ . ___ _ _ _ __ 

a: 'For further information sec Mi nto Sen no Boeki (Traded in Sueo Sekipuchi, ed Chugoku 
Kcizai wo Shindan Suru (Examining the Chinese economy*. Tokyo Japan Economic Research 

Center, 19?!). pp. 18-22. . .. _ 

24 The textile issue is discussed briefly in Sueo Sekitfuchi, Chugoku Keizai to Nihon (The Chi- 
nese economy and Japan) in Sekipuchi, op. cit. 

J o 
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the open market. _ln the words of a Chinese official, ."A country cut 
off from the outside world can never be modefni^d." 25 

Except for iterris_such as Chinese-character .computers, however, 
most products from Japan could also be supplied by other nations, 
although prices might be higher. Japan, however, plays a key rple 
in diversifying China's sources of supply, in order to avoid a replay 
of the 1950s when it became overly dependent on machinery im- 
ports from the Soviet Union. 

In general, the benefits to healthy trade between the FRC and 
Japan far outweigh the problems. Some of the problems, moreover, 
are expected tope resolved as political conditions stabilize in China 
and as the Chinese gain experience in international finance. Two 
major problems still unresolved, however, have been project cancel- 
lations and China's stagnating energy exports. 

Project Cancellations.— In early 1981, China announced the can- 
cellation or postponement of five major chemical and steel projects 
worth some $2.5 billion. (Some of the. projects have subsequently 
been revived. > Of the countries affected, Japan was the hardest hit 
with approximately $1.5 billion worth of contracts at stake, includ- 
ing seven turn-key petrochemical plants and much of the Baoshan 
Iron and Steel Works near Shanghai. , - - . 

This shift in stategy came as a direct outgrowth of the general 
policy of "readjustment" in China and the realization that China 
would have insufficient funds, both yen and yuan, to complete the 
projects. Domestically, Chinese government budgetary deficits, the 
resurgence of inflation, and public demands for more consumer 
goods required that China's rate of investment be reduced. Interna- 
tionally, shortages of foreign exchange and China's growing foreign 
debt similarly required that investments in imported plant and 
equipment be curtailed. Rising world petroleum prices, stagnating 
Chinese petroleum oj it, shortages of raw materials and electric- 
ity, difficulties in coik: uction, and the inappropriate technology ot 
some Chinese imports (that is, technology . that suited Japans 
import- and export-oriented economy, more than China s) resulted 
in the planned construction of some plants that were ill-conceived 
or ill-suited to China's economy and lesource base. 26 _ - - 

The Chinese estimate that each dollar spent for imports of whole 
plants requires between 7 to 9 yuan in internal Chinese funds tor 
construction. Since 1978, the PRC had contracted for more than |7 
billion in plant imports which would have required more, than 50 
to 60 billion yuan in funds for domestic construction. 27 . With a na- 
tional budget of some 120 billion yuan, it is little wonder jeadjust- 
ment became the order of the day in Beijing. The Baoshan steel 
complex alone is estimated to have accounted for about 7 percent 
of China's national budget. 28 ... - 

The contracts in question had been signed in 1979 and 198U, and 
Japanese companies were far along into filling the orders. In many 

"Speech by Lei Rcnmin. Vice Chairman and Vice President of the China International Trust 
ana treatment Corporation before the Trilateral Member's Beying Meeting, May 20-23, 1981. 

- "fluyosft »S^^on Seifu no Taio (The Japanese government pressed 

^"VnlSwgen ^ondai Ch<£akai. Chugoku no Enerugi J ijo to SonoHaikei (China's energy 
situation S?d iteVackground): Enerugi Shigen Shosa Shiryo Dai 13-go. December 1980. p. 1. 
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cases us much as ha if* of the equipment ordered had been produced 
arid shipped or was waiting for loading at port when the cancella- 
tion notices were received; 29 

The announcements of the contract problems took most Japanese 
by surprise, even though there had been some early warnings. Offi- 
cials of both governments Tea re .situation if left unattend- 
ed "could strain their economic relations; Both governments imme- 
diately dispatched officials to the other country to discuss the 
matter. The Japanese delegation to China emphasized repeatedly 
that the contract problems were unprecedented and that they were 
not pleased with the manner in which Japanese firms had been no- 
tified of the problem. :, ° 

The resolution of the issue proceeded first through a period of 
education when both sides reread the contracts and reviewed pre- 
cendents to determine an appropriate course of action. The solu- 
tions proposed called for either invoking the Japanese govern- 
ment's export insurance, providing compensation for the firms in- 
volved, or continuing the projects through either loans or joint ven- 
tures. 

Compensating Japanese firms through the government's export 
insurance was quickly ruled out when it was realized that that 
sue h action woul d requi re d esi gnati ng the PRC as a poo r c red i t 
risk which would virtually eliminate future export insurance from 
the Japanese government, jeopardize yen credits from Japan's 
Export-Import Bank, and possibly end deferred-payment arrange- 
ment for^ Beijing. :u This would place Japanese a consider- 
able competitive disadvantage in bidding for future JCOJitracts. 
Japan would also be required to notify other nations of the inci : 
dent. _ 

As for compensation paid by the PRC, the Chinese who have had 
but short experience in Western contractural law were dismayed to 
find that cbrripens^tibn _for the cancelled contracts would cost so 
much that in cases it was less expensive to go ahead with the pur- 
chases. The _ possibility of reselling the equipment after delivery 
was explored but dismissed as impractical. 

The obvious sol u tip n Jo r the .Chinese was to obtain qu ts i d e fi- 
nancing, either from the Japanese government, from banks, or 
f ro m p r i vate Japanese fi rms in the form of a j oi ri t ven ture. Joint 
ventures were generally ruled out, however, because of their high 
risk arid questionable profitability. 

What appears to have evolved from the Sino-Japanese negotia- 
tions will be Japanese credits of 200 billion yen (approximately 
$900 million) to keep the Baoshan steel mill and the Daqing petro- 
chemical complex alive. The amount will be divided evenly be- 
tween commodity loans and an Export-Import Bank loan. China 
originally sought 600 billion yen in financial assistance. Additional 
funds will be met by loans from commercial banking institutions. 32 



2W Masahiko Ishizuka. Japan-China economic ties become seriously strained J;'.pan Economic 
Journal, v. 19, Feb. 10, 11)81. p. I. 

:, _ 0 _Keiji_Samejima.. Japan-China Economic. Exchange at. the. Crossroads. Economic Eye (trahs- 
latedfrom Nihon Keizai Shimbun. Feb. 27-28, 1981 ), v. 2, June .11)81. .._ 

3','John Lewis and David Bonavia. The honeymoon is over. Far Eastern Economic Review, v. 
112.^0. 20, 1981. p. 4G. ' . 

32 Y200 billion credit for Chinese projects. Japan Economic Journal, v. 19, June 80. 1981. p. -I. 
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Japan,, h o w e ve r, . I v< i rs t ha t s u c h loa n s to Ch i ha cb u Id se t a bad 
precedent that will invite other countries who encounter, funding 
difficulties to appeal for similar .financial assistance. r,n The loans 
also will not solve the PRC's internal funding problem. Even if part 
of the loan is used for internal construction, inflationary pressures 
cannot be avoided unless an equivalent amount of savings is gener- 
ated domestically. Funding domestic expenditures through borrow- 
ing, even international borrowing, is still deficit ^spending. 

The contract cancellations illustrate three major points. First, 
the Japanese government is willing to absorb some of the risks in- 
volved in exporting to China. Second, Japan values its friendly ties 
with the PRC to the extent that it is not willing to allow economic 
disputes to sour that relationship. And third, both Japan and the 
PRC are going through a learning process in dealing with each 
other that likely will lessen the probability of such problems occur- 
ring in the future. 

Exports are important enough to the Japanese government that 
its export promotion policies have usually included some risk ab- 
sorption. For normal business risks, the government provides 
export insurance, but in cases its has also assumed additional risks 
for projects jeopardized by political disturbances or ba lan ce-of- pay- 
ments crises. ;< 4 . 

In Iran;, for example, the Japanese government took an equity of 
20 billion yen in a petrochemical complex^being constructed by the 
Mitsui company. The Iranian revolution and later the Iran-Jraq 
war not only halted the work on the project, but the unfinished 
plant was bombed. Mitsui had asked the Japanese government to 
designate the petrochemical complex as a "national project'' in 
order to qualify it for favorable financing:* 15 

The project cancellations did cause China's risk rating to deterio- 
rate somewhat: In March 1980, the PRC was ranked number 20 
from the top (least risky) among 100 major countries with a score 
of 12.2 (out of 100). By March 1981, that score had fallen one point 
to 71.2 dropping the PRC to 24th place behind Malayasia, Mexico, 
Ireland, and Denmark. : * 6 _ 

The value of the contract dispute as a learning experience has 
been great. It is doubtful that Japanese firms in the future will 
sign/CSn tracts with the PRC that do not include specific provisions 
for/compensation in case of default. Prior to the current incident, 
the PRC had maintained a sterling credit record and had backed 
its contractual obligations with other nations. After the Sino-Soviet 
split in I960, China not only repaid its obligations to the Soviet 
Union but did so ahead of schedule. Japanese firms signing con- 
tracts with China had little reason to demand that compensation 
clauses be included. 

Japanese firms also most likely will insist that they have a 
larger role in the design of and in conducting feasibility studies for 



,:t Frank ('hum C hina will si ek cm r §2 hiUiun in Japan lo ins Wall Street Journal, April h. 

\ '^Niijiao W autnithe . C hutfoku havaku no h tik< t to t-uio < Background and reaction to China s 
contract cancellations). -Ton. April lllKi. pp. ^'i-IU. ■ ■ _-- 

:,s Toshib*Onda, et nl! Iran petrochemical ci3mplex^onstruct!on will be resumed. Japan Lco- 
horiiic Journal, v. Jh. February a. V.iHU. p. 1, p. 4. Time to freeze it. Editorial. Japan Bxonomic 
Journal, v. 1H, October 2K. li>H0. p. 10\ 

;,f ' Rating country risk. Jnstitutu nal Investor, Sept: I9K0, p. 2H'A arid March 1981, p. 2HL 
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future projects. One criticism of Japanese firms is that daring con- 
tract negotiations, even though they could detect weaknesses in the 
project being considered, they apparently proceeded with- the nego- 
tiations in order "to conclude the sale. With the rising China fever 
in Japan and the predominant Japanese business strategy of maxi- 
mizing market shares, a general attitude seemed to be that if 
China wanted to buy it, then why not sell it: 37 Japanese firms now 
realize that selling equipment For uneconomic projects not only can 
cause long-term damage to both the PRC and its development pro- 
gram, but it also can hinder the short-term ability of China to pay 
for and implement those projects: 

Fortunately for both sides, the contract issue did not lead to ex- 
cessive criticism and acrimony on either side. Japanese public opin- 
ion which is often quite volatile could have changed from irritation 
at the incident to harsh criticism. Deep-seated resentment against 
Japan in China could also have been touched off. 38 

China s Energy Exports to Japan.— An underlying premise of the 
Long-term Trade Agreement was that the PRC would export petro- 
leum and coal to Japan in exchange for imports of machinery and 
equipment. The stagnation in China's petroleum production, in- 
creased domestic demand, and difficulties in modernizing coal 
mines and transportation facilities have resulted in the downscal- 
ing of projections of China's energy exports to Japan. During 1981, 
China announced that it would limit ^rude oil shipments to Japan 
to 166,000 barrels a day, 14 percent below what it pledged in the 
trade agreement and only slightly above the level for 1980. Some 
Japanese fear that oil exports to Japan :ould even disappear after 
1985_unless Beijing accelerates the pace of offshore drilling and de- 
velopment. 39 The problem is not of ample reserves but in. produc- 
tion and shipping. As Zhou En lai once said, "Even though resurces 
are plentiful, they are of no use unless they are dug up." 40 

The stagnation in China's -petroleum exports to Japan carries se- 
rious consequences for the PRC, some of which have already ap- 
peared in the form of the contract cancellation incident in 1981. 
Petroleum exports not only were the key to imports of high tech- 
nology machinery and equipment necessary for the four moderniza- 
tions, but they were a link in the strategic chain bv which the PRC 
attempted to keep Japan from entering into a ' Japan-Soviet re- 
source alliance" aimed at the development of coal and gas reserves 
in Siberia: 41 Even though Japan buys more than half of all Chi- 
nese petroleum exports, such exports supply only about 3 percent 
of total Japanese pet/oleum _imports._With the stagnation in Chi- 
nese oil exports, the Siberian alternative becomes more attrac- 
tive. 42 



37 Yamamoto, op. cifc, p. 44. -i.- kt~~ Y~:*~ ~ m " «ii nut u~ 

38 Wi41iam Hwang. Prospects Tor Solution to Contract Issue. China Newsletter, No. 31, Marcn- 

AP ^RaphnM ' Pura. Japanese Hope of Using Oil Purchases to Fue! China Trade, is Slipping 
Away. W*t. nreet Journal, Feb. 27, 1981! p: 2«: Chugoku Sekyu wo meguru Yotsuno Nazo (Four 
riddles of Chinese oil). Ekonomisuto, March 25. 1980. pp. 16-20. - 

«_°_Nit£hu Keizai Koryu no Tenbo (Outlook for Sino-Japanese economic exchange). Keidanren 
Geppo, v. 27, October 24, 1978. p. 19. -■ - - ■ •■ T> . . x . . • 

« ' Katautoehi Murakami. Ajia ho SekiyU (Asian petroleum). Tokyo, Ninon Kokusai Mondai 
Kenkyuio, 1980. pp. 232-34. _ ; ~ . i t 

42 With the_1981 lifting of the embargo on exports to the Soviet Union, Japanese companies 
are showing renewed interest in Siberian energy development. 



Financial Assistance. In !tt7?l ( __whon___Chm^ external 
economic policies arid began to seek foreign loans for the first time 
in decades, Japan. was quick to respond with a promise of 500 mil- 
lion yen in loans for fiscal 1980 with an interest rate of .3 percent, 
30 year repayment period, and 10 years of grace. The funds were 
earmarked for six major infrastructure projects (ports, railroads, 
and hydroelectric power). In total, Japan agreed to supply $1.5 bil- 
lion in extra-low interest VA percent) loans to China from the Japan 
Overseas. Economic Cooperation Fund. Japan also extended a $2 
billion, 15-ycar loan at (>.2f; percent from the Japan Export-Import 
Bank. China reportedly has allocated between $1 and $1J5 billion of 
the loan for development of such resources as coal, oil, and 
copper. 4 ;< 

Such financial assistance which Japan provides to China to help 
in overcoming financial hurdles appears to be an important factor 
in Japan's success in doing business with China. Japan seems to 
have developed an integrated economic policy toward China that 
enhances bilateral trade. It backs its exports with a combination of 
risk insurance and financing as well as official government con- 
tacts. It also promotes good will by actions such as its agreement to 
construct a major hospital in Beijing and donate it to the people of 
China. 4 ' 1 

Summary 

Sino-Japanese economic ties are flourishing under a sei ies of 
trade and other agreements, although the China fever of the 1970's 
has been replaced by cautious optimism in the 1980s. China and 
Japan have close geographic proximity, extensive cultural ties, and 
a long history of commercial relations. During the twentieth cen- 
tury, however, bilateral ties have been severely strained by wars 
and Japan's support of the Cnina containment policy pursued by 
the United States. _ 

Following normalization of relations in 1972, trade has grown 
rapidly. Japan is China's largest trading partner, accounting for 
more than 20 percent of China's foreign trade, while China is 
Japan's fifth largest trading partner with about 3 percent of 
Japan's foreign trade. China tends to be more dependent on trade 
with Japan than Japan is on trade with China. 

The framework Under which Sino-Japanese relations are con- 
ducted include a Long-term Trade Agreement and a Treaty of 
Peace and Friendship. Under the trade agreement, China is to 
export crude oil and coal to Japan in exchange for Japanese ex- 
ports of machinery and equipment. The peace treaty officially 
ended World War II, although conflicting claims to the Senkaku Is- 
lands and Chinese insistence on an anti-hegemony clause stalled 
the treaty negotiations for three years, Japan has also granted 
preferential tariffs to China under the Generalized System of Pref- 
erences. 



.. 4 J»_Dcri. JuHc& The dawning of coal's "Second Golden Ago." China Business Review, v. 7. May/ 
'une p. t2. 

44 A new page for Japan-China economic relations. Oriental Economist, \\ 48, Jan. 1980. p. 2. 
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Since 1965, China has Incurred a cumulative deficit of $5,633.2 
million in its merchanise trade with Japan: This deficit at $755 
million in 1980 has been declining after its peak in 1978.. 

China exports mineral textile, and agricultural products to 
Japan in exchange for metallic products and. high technology ma- 
chinery and equipment. Except in textiles" arid fishery products, the 
two economies tend to complement rather than compete with each 
other; 

The bilateral trade problems include the large and chronic trade 
deficit in Japan's favor, contract suspensions or cancellations by 
the PRC, and stagnating Chinese exports -of petroleum and coal. 
Japan's large trade deficit has declined from its peak in 1978. 
Many of the contracts which China cancelled in 1981 have been re- 
vived through loans either from the Japanese government or pri- 
vate banks. The constraints on growth in Chinese exports of petro- 
leum and coal, however, indicate that Japan will have to make 
room in its economy for other Chinese exports in order for trade to 
increase during the 1980s. 

For the United States, healthy Sino-Japanese trade contributes 
to stability in Asia and expands markets for each country's prod- 
ucts. In terms of U.S.-Japanese competition in China's market- 
place, the United States holds an advantage in agricultural prod- 
ucts, aircraft, and computers, but Japan exports much more iron 
and steel products and machinery to China than the United States. 
The Japanese government has an integrated China policy that 
combines official ties, favorable financing, and risk reduction to 
back its China traders. Also important has been the governments 
general industrial policies which encourage export; competitiveness, 
cost reductions and rational reso,urce allocation. 
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CHINA'S GRAIN IMPORTS 
By Frederic M; Surls* 
Introduction 

China has been a significant importer of grain since the early 
sixties. In the late seventies, however, China's grain purchases and 
importance in world grain markets rose sharply. This surge of im- 
ports has had an important impact on U.S. exports of grain, par- 
ticularly wheat. During 1981 China was the leading export market 
for U.S. wheat, taking 17 percent of all U.S. exports; Since PRC 
purchases are concentrated in cheaper grades of wheat, China's 
impact in this sub-market has been particularly dramatic. During 
the 1980/81 wheat marketing year, sales to China of 6.2 million 
tons accounted for 73 percent of total U.S. exports of soft red 
winter wheat: 1 The US-PRC grain trade agreement, signed in Octo- 
ber 1980, sets an annual range of 6-9 million tons for U.S. grain 
sales to China during the 4 year period which began in January 
1981. China will therefore continue to be an important market for 
U.S. grain in years to come. 2 - 

This article reviews the evolution of China's grain import policy, 
examines the factors behind the recent surge in imports, and offers 
some tentative conclusions about China's intentions for future 
grain imports. It argues that while higher imports of grain and 
other farm products have been a necessary part of policies to in- 
crease food consumption and raise agricultural productivity, China 
has thus far not made a commitment to sustained future growth of 
imports of these products. In fact, greater grain imports seem de- 
signed to permit gradual reduction in levels of imports of other 
farm products, particularly cotton, sugar, and oilseeds. In addition, 
agricultural development policy is deemphasizing feed-intensive 
livestock programs and is slanted toward development of domestic 
sources of grain which are intended to gradually limit the need for 
imports: 3 



•A.;in Branch. International Economics Division, Economic Research Service, U.S. Department 
of Agriculture, .__ 

'The U.S^ wheat marketing year endson May ill. -- -- » 

*The agreement sets a minimum annual purchase Jevelef_6 jiUlhori tdna and a maximum of a 
million tons. Sirice ail additional 1 million tons can be purchased annually without prior notifi- 
cation to the U.S., the effective annual range is 6-9 million tons. The text cf the agreement is 
included as an appendix to this report. -- --- ----- -- - ---- 

'Agricultural trade policy. and the determinants 0/ import levels are covered more fully in two 
recent articles by the author — "New Directions in China ! s Agricultural Imports," American 
journal of Agricultural Economics, Vol. 62, No. 2 (May 1980), bp. 349-355 and "Agriculture and 
Foreign Trade," The Chinese AgriculfciraLEcOhomy, Ed, Randolph Barker and Radha P. Sinha 
(Boulder, Colorado: Westview Press, forthcoming). Much of the material in this paper is taker 

from these two articles. 
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TilK EVOLUTION OK GRAIN IMPORTS 

China imports both wheat and coarse grains, but wheat accounts 
for the bulk of imports _and_ much _of the coarse grains imported 
have been for human consumption (table 1). Coarse grain pur- 
chases to date have been irregular and are likely strongly influ- 
enced by wheat availability and prices. China has not yet begun 
substantial purchases of coarse grains for feed or industrial use,- al- 
though some corn is now purchased for livestock operations. Also, 
malting barley has recently been imported for beer production. 



TABLE 1, 



-GRAIN TRADE BY CALENDAR YEAR 

(In millions of Ions] _ 



1952-55 average 
1956 60 average 
1961 65 average 
1966 70 average 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 4 



Wheal 


Imports 
Oiheis 


Total 


. Riff 1 


Eiporti 
ftihm 


Total . 


Net 
imports 1 


0.01 


0.05 


o 06 


0.34 


0.05 


0.39 


(33) 


.03 


.06 


.09 


1 10 


14 


1.24 


(U6) 


488 


65 


5.73 


64 


.20 


.84 


4.89 


4.62 


.07 


4.69 


1.05 


.09 


I.H 


3.55 


3.02 


12 


3 14 


1.47 


.12 


1.59 


1.54 


425 


41 


•1.65 


1.56 


.16 


1.72 


2.b'4 


598 


1.66 


7.64 


2.60 


.07 


2.67 


4.98 


5.35 


1.42 


6.77 


2.55 


.14 


2.69 


4.08 


3.34 


.12 


3.46 


1.98 


.18 


2.16 


1.30 


1.92 


.14 


2.06 


1.45 


.22 


1.67 


0.39 


6.84 


( : ») 


6.84 


1.02 


.11 


1.13 


571 


7.99 


1.32 


9.31 


1.37 


.07 


1.44 


7:87. 


8.29 


258 


10.8? 


1.10 


.09 


119 


.9:68 


1166 


185 


13.51 


1.00 


4 ;io 


1:10 


12:41 


12.60 


.80 


13.40 


.60 


:io 


;70 


12.70 



t Milled, wegh* (af proximately 63. percent 61 paddy weight}. _ 
2 Total imports minus- taw exports ( ) indicates net exports. 
* Indicates less than 5:000 tons 
4 Estimate. 



Sources 1952-75 data are from FrxJenc M. Suns t -China's Gram Trade," Joint Economtc Committee. Chinese Economy Post-Mao (Wastungton: 
Government Printing Offkc. Nov 1978). p 655 The rice trade data from this study are revts?d for 1971-76 usme the series from U.S. Dept. Agr.. 
for Kg Serv. Foreign Agriculture Circular Grams, FG33-80, Dec 19, 1980, p. 20 These revisions include gtimated i<e Mpprtsjo -We^r^pata 
for 1976- B0 are irom RS Dept Agr, Econ. and Stat Serv , Agricultural Situation Peoples Republic of Chma, Review of 1980 and Outlook for 
1581, Supplement 6 lu WAS-24, June 1981 and from partr-ei country trade statistics 

China's grain_ imports have passed through at least 3 distinct 
stages: Daring the fifties, the PRC was a net exporter, shipping siz- 
able amounts of grain abroad and importing only_ insignificant 
amounts. This situation changed dramatically in 1961 when a pre- 
cipitous drop in grain production in the aftermath of the Great 
Leap Forward created serious food shortages. Although per capita 
production largely recovered by the mid-sixties, imports of grain 
were institutionalized as a permanent source of supply for China s 
urban areas and as a means of relieving pressures on the rural 
areas^Frorn 1961 on, China has been a net importer of grain: 
- Beginning in late 1972 grain imports again rose substantially. 
This coincided with the opening of trade between the U.S. and 
China and U.S. grain shipments to the PRC grew rapidly (table 2). 
In part, the rise in Chinese imports was in response to a fall in 
grain production during 1972. But is also seems to have been part 
of important modifications in domestic and foreign economic policy 
which began at that time. These modifications were forerunners of 
the liberalized policies of the late seventies. 
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TABLE 2. — U.S. GRAIN EXPORTS TO CHINA AND MARKET SHARE, 1971-80* 1 



Quantity -million tons Market share— percent 





_ ._ ■_ .-Wheat — 


Coui- 


Total 


Wheat 


Horn 


Total 


W\ 


(?) 


( 2 ) 


< 2 ) 


( = ) 


• (*j 


( 2 ) 


137'. 


0.57 


0.38 


0.94 


13.3 


96.4 


20.3 


1973 


2.82 


150 


4.32 


47.1 


90.4 


56.5 


1974 


1.91 


.85 


2/6 


35.6 


59.1 


40.6 


1975..: 


i*i 


( 2 ) 


( 3 ) 


( 2 ) 


( 2 ) 


f 2 ) 


1976 : : 


(?) 


< 2 ) 


( a ) 




( a ) 


( 2 ) 


1977:::::::::::::::.::::...:: :: 


: :: ::: (■) 




( 2 ) 




1*1 


in 


1978::::::::::::::;:::::::::::::::::::::::::::::::::. 


..... .::::::::;;:::..::::;::::::::;:::...: 2.28 


107 


3.35 


28.5 


81.0 


360 


19Z9 


::::::::::::::::.:::::::::::: 160 


239 


400 


19:4 


95.0 


36.8 


1980 ::...:.::::::::.:..:::: 


..:::...:.:....:::::...::::::..::::.::: 6.37 


167 


8.04 


54:6 


91:1 


59:5 


1981 


:: ....: ::::.. 7.62 


047 


809 


60.5 


770 


61.3 



1 Direct exports plus transhipments through Canada 
7 Indicates none 

Source US Dept._ Air . Leon, and StaL Serv.. Agricultural S'Tuatjon People's Republic ot China; Review ot 1980 and Outlook lor 1981: 
Supplement fi to WAS-24. June 1981. and earlier issues ol this annual report. 

This spurt of imports was intei i upted in this mid-severities by do- 
mestic political turmoil, an unanticipated trade deficit, and sever- 
al y ea rs of jgood h a ryes ts . B u t with the em e rgence of hew [eade r- 
ship and a new commitment to higher living standards in the late 
seventies, gr a i n i rri ports aga i ri rose r a p id 1 y . By 1980, i m ports we re 
nearly double the level of 1977 and 77 percent above the level of 
1973, the pre-1978 peak year. While grain imports were rising, rice 
exports were dropping off and net imports of grain in 1980 reached 
a level 2.5 times that of 1973. 

The rapid growth of imports iri the late seventies occurred de- 
spite rapidly rising domestic grain production. Per capita grain pro- 
duction in 1980 was 328 kg., 5 percent below the 1979 record but 8 
percent over the level of 1977. Rising imports were driven largely 
by growing .domestic de ma rid an d .importer 1 grain cam e to play a 
more important role in China than at any time since 1949. While 
imports in 1980 still accounted for only about 4 percent of grain 
production as measured by China, imports provided & sizable 
share—perhaps as much as one-third — of grain supplies for urban 
areas and amounted to 22 percent of China's wheat production. 4 

Substantial imports are apparently intended to continue iri 
coming years. A total of about 15.5 million tons is likely in 1982. In 
addition to the long-term agreement with the United States, agree- 
ments are also iri place with other rnajor supplies. The magnitude 
of these agreements suggests planned imports in the 12-17 million 
ton range for the next several years (table 3). 



4 in 1980, wheat, rice, and coarse grains accounted Tor H7 percent of reported Chinese grain 
production of 318 million torts. The balartce was pulses, tubers, soybeans, and other minor 
grains. 
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■'ABLE 3 —CURRENT LONG-TERM GRAIN AGREEMENTS 

lAmpunts m millions ol !oni| 



Country - 



Date agrv3_ 



Gram 



Delrvety peiwd ' 



Remarks 



Argentina Sept 1980 . 

Australia Nov 1981 

Canada May 1982.. 

United States Oct. 1980. 



Wheat, corn, 
and 

soybeans. 
Wheat 



... 1.5 to 2.5 
._ annually:. 

Wheat 10.-5 to 12.6 

total. 



Wheat and 

corn. 



1.0-1.5 1981-84::::::;::::: Act uaJ saJes jj sually: _by_ private con tr act 
annually with, grain wmpanies. although the 

Grain Board can also make direct 

.. sales, _ 

1982 -84.. .; AM sales by Australian Wheat Board. 

Includes 12-month credit terms. 
Aug: 1982-Joly All. sa!es__by._ Canadian Grain Board. 
1985; Contains 18-momh credit terms. 

Most recent purchases have been 
on. cash basis because of high inter- 
est rates. _ - 

6 to 8 annually. 1981-84 Option to purchase additional 1 million 
tons without prior notification Corn 
to be 15-20 percent of sales, bal- 
ance to be wheat. Actual sales by 
contract with grain companies. (See 
Appendix for text.) 



' Calendaf year unless otherwise specified 

- Source US Dept. Api , Econ, and- Slat. 
Supplement 6 to WAS- 24. June 1981, p. 33. 



Serv., "Agricultural Situation: People's Republic of China, Review of 1980 and Outlook for 1981. 



Factors Determining Grain Imports 

The amount of grain China buys is determined by a combination 
of foreign trade policy, foreign exchange availability, world market 
prices, and underlying domestic requirements. The factors influenc- 
ing domestic requirements are outlined in Figure 1. The Chinese 
economy can be thought of as a 2 sector— rural and urban /industri- 
al—system. Needs of the urban/industrial sector for both direct 
human consumption and for livestock operations are supplied pri- 
marily by the central government though, in the case of grains, 
supplies provided by the Ministry of Food. 5 



*The Ministry of Food merged with the Ministry of Commerce in early 1982. 
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Figure 1 Croin Transfers la China 
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3: Sales by Ministry of Food to Urban/Industrial Sector 

4? Exports 
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Grain supplies of the Ministry of Food are obtained either by 
purchase from the rural areas or by import through the foreign 
trade system. 6 Actual grain purchases from foreign countries are 
handled by CEROILS (China National Cereals, Oils and Foodstuffs 
Import and Export Corporation), which works under overall foreign 
trade plans drawn up by the Ministry of Foreign Trade: 

In addition to providing For requirements of the urban/industrial 
sector, grain procured from rural areas by the Ministry of Food is 
also used for export and for resale to rural areas. Resales to the 
rural areas go to chronic food deficit areas, to regions whose pro- 
duction is down temporarily because of natural disasters, and to 
areas which are emphasizing production of cash crops at the ex- 
pense of grain. ; _______ 

Policies implemented since 1977 have affected all of these flows 
in China's food system. Higher incomes, eased policies for transfer- 
ring surplus population from the cities to rural areas, and some ex- 
pansion of livestock operations in and around major urban centers 
all increased demands on the Ministry of Food for grain. During 
the late seventies, for example, China began constructing a limited 
number of small feed mills in urban areas which, by 1980, were 
producing approximately 1 million tons of mixed feed for urban 
livestock operations. Additions to central government stocks were 
likely aiso an additional source of demand. 

At the same time, the central government eased pressures on 
rural areas for sale of grains as part of efforts to raise rural stand- 
ards of living and provide greater incentives for agriculture. Be- 



8 Some grain is also delivered to the government as agricultural tax payment: This is a rela- 
tively small amount arid is not considered here. 
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tweeri 15)77 arid PJHI), mral .sales of grain, to the central govern- 
ment increased by only. 4 to H niijlion tons despite an increase of -35 
million tons in national_grain production. 7 

In addition, government efforts to encourage cash crop prod ac- 
tion led to greater resales of grain to rural areas. This increase_was 
a critical part of the incentives package for stimulating production 
of cotton, oilseeds, sugar crops, and other cash crops. Guaranteed 
food supplies for cash crop producers permitted them to shift area 
but of grain. Failure to guarantee food supplies had been a major 
reason for stagnating cash crop production in earlier years. 8 Re- 
quirements for resale and resuppiy to rural areas also rose in 1980 
because of severe localized natural disasters, particularly drought 
in northern China and serious flooding in Hubei province in cen- 
tral China. ..... 

The combination of growing urban/industrial sector demand tor 
grain and a net flow of grain from the rural areas which grew only 
slowly, was the major reason behind the surge of grain imports 
over the last 3 years. 

Plans for Future Grain Imports 

Higher grain imports appear to have been a necessary condition 
for implementing key domestic policies of raising living standards 
and promoting cash crop pioduction. Amounts set in current long- 
term agreements suggest that China intends^ continue substan- 
tial imports in coming years. But there are real questions about 
whether future increases are intended and whether any substantial 
increase in coarse grain imports is planned. 

China's agricultural import policy remains conservative and 
from the limited indications available shows no sign of evolving in 
the direction of accepting rising levels of imports, and growing par- 
ticipation in international specialization as a desirable goal. As for 
grains, part of the reason for this caution is concern about becom- 
ing overly dependent on uncertain world markets^for supplies of 
critical food items. A recent commentary in Red Flag noted that 
. it is necessary to import some grain each year. Since China has a huge popu- 
lation however, the grain problem must be solved internally through self-reliance. 
At the same time, the supply of grain in the world market js Jimijted a^nd prices 
keep rising all the time. The method of importing more gram is therefore both unre- 
alistic and unreliable. 9 

An additional reason for China's caution in agricultural .import 
plans is to be found in ather aspects of foreign trade. Despite cur- 
tailed imports of industrial goods during the current period of eco- 
nomic readjustment, over the longer-run Chinas leadership is 
likely still mainly concerned with imports of industrial goods and 
capital equipment. With export prospects uncertain and policy 
toward accumulation of debt remaining conservative, continued 
growth of food imports would eliminate China's traditional surplus 

"production and procurement figures are summarized in U.S. Dept. Act m - Ecori: and Stat. 
Sory Agricultural Situation: People's Republic of Chir.<t. Review of 1VS0 and Oat »ok for 1981. 
Supplement « to WAS-24. June 19HI, p. 'M. . . .. " " " 

" See "China* Agriculture in the Eighth «.n vol. 1 of this report for more detailed lnforma- 

tl °"Foreign Broadcast Information Service, 4 Jaily Report: People's Republic of China." March 
27. 19H1. p. L-8. 



in food trade and would curtail growth of industrial imports as the 
period of readjustment ends. 

For these reasons, China's agricultural trade policy appears- to be 
one of import substitution, a policy whose objective is. to halt the 
growth of agricultural imports and -perhaps ultimately - reduce 
them. As noted above, one reason for the increase in grain imports 
is to permit rapid growth of cash crop production, particularly pro- 
duction of cotton, oilseeds, and sugar. Imports of these ijtems rose 
sharply in the late seventies; The increase in grain imports permits 
implementation of policies that may permit lower imports of other 
agricultural products. 

Over the longer-run, an increase in the marketing rate Tor grain 
would generate growth of central government supplies at a rate 
greater than the overall rate of growth of grain production. This is 
one important reason for higher prices for grain now being paid by 
the government and for government emphasis on development of 
grain bases. 10 If the flow of grain from rural areas increases suffi- 
ciently, growth of requirements for resale to rural areas and for 
supply to the urban /industrial sector can be met from domestic 
sources rather than by imports. ■_ 

As for the future of coarse grain imports, the government ap- 
pears to be taking a cautious course. Livestock development pro- 
grams have been modified to slow the expansion of concentrated 
feeding operations in and around the maipr urban, centers. These 
rely primarily on government supplies of grain for feed: Slower de- 
velopment of this sector reduces the iJiReHhood Ar.^^_. demand be- 
coming a major source. of_ import demand in the near future. A 
receh t c u t b a c k _i n t h e 1 9 85 m eat p rod u c tip h t a rge t has the sam e 
effect: TEbis evidence from domestic sources is supported by the 
terms of the recent U.S.-Chinese grain agreement, which stipulates 
that only lo-2() percent of total grain purchases from the U.S. will 
be coarse grains. 

Conclusions 

Chinas ability to limit future growth of grain imports will 
depend on both the success of programs to increase production and 
marketings and the growth of demand for government supplies of 
grain. Marketings have thus far shown little response to either 
higher purchase prices for grain or investment in devel opm ent of 
grain bases. However, over the next several years some impact of 
these p rograms should beg i n to be felt and so m e rise in the mar- 
keting rate seems probable: Taken together with the increases in 
grain production that seem likely, marketings should rise by more 
than they have in recent years. 

Demand for government supplies of grain in the eighties may 
grow at a slower pace than in the late seventies. The largest shifts 
of area from grain to cash crops have already occurred and future 
growth of grain requirements to support specialization should pro- 
ceed at ai slower pace. Slower growth of incomes in the urban/in- 
dustrial sector is also likely. Although it is impossible to quantita- 
tively assess the outcome of supply and demand shifts affecting 



10 For details see "China's Agriculture in the Eighties" in vol. I of this report. 
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government grain requirements and import demand, it seems possi- 
ble that for the next several. years rib significant upward trend m 
grain imports will occur; Demand for better grades of wheat is 
likely to rise, however, as China moves to more blending of domes- 
tic and imported wheat. . . . . 

This tentative conclusion applies only to the average level of im- 
ports. An important-question, about the annual variability of grain 
imports remains. _Durihg the sixties and the early seventies, 
China's purchases of foreign grain showed relatively, little annual 
variability. Thjs changed beginning in 1972 as shifting domestic 
and agricultural trade policies contributed to a marked increase in 
import .instability (table 1). U.S. sales to China were particularly af- 
fected by this development, as tfie U.S. functioned largely as a re- 
sidual supplier following the resumption of trade between China 
and the U.S. in 1972 (table 2). ._ s s 

The eighties may see a continuation of import instability, stem- 
ming from annual fluctuations in the supply of and demand for 
government grains rather than from frequent policy shifts. The 
Chinese government now has a stronger commitment to maintain- 
ing and raising standards of living than was the case in the past. 
Because of this, the government now seems less likely to pressure 
rural areas for grain supplies in years of poor harvests. It is also 
less likely to permit procurement shortfalls to be completely ab- 
sorbed by lower consumption in the urban/industrial sector or re- 
duced resales to rural areas. In addition, growing reliance on a lim- 
ited number of commercial grain bases for government grain sup- 
plies may mean an increasingly narrow geographical base for these 
supplies and a resulting rise in the annual variability of supplies. 

With greater pressure to support consumption levels, an increase 
in the variability of supplies of government grains, and continued 
unwillingness to permit retail prices of basic food items such as 
grain to fluctuate, China's requirements for imported grain could 
show significant instability during the eighties. This would be a de- 
stabilising factor for world market grain prices. From the point of 
view of the United States, however, the- US-PRC grain trade agree- 
ment should provide greater stability of grain exports than was the 
case during much of the seventies. The terms of the agreement pre- 
clude the U.S. bearing a disproportionate share of reductions in 
Chinese purchases during years when China's grain import 
demand declines. 

Appendjx 

acrekment on grain tkadk between the government of the united states of 
America and the Government of the People's Republic of China 

The Government of the United States of America and the Government of the Peo- 
ple's Republic of China; -- 

Acting in the spirit of the joint communique on the establishment _of diplomatic 
relations between the Government of the United States of America and the Govern- 
ment of the Peoples Republic of China and the agreement on trade, relations be- 
tween the Government of the United States of America and the Government of the 
People's Republic of China; . 

Recognizing the importance of agricultural, trade between our two nations; 

Wishing to develop further agricultural. trade relations between both countries on 
the basis of the principle of equality and mutual benefit. 

Have ajgreed as follows: 



i'3u 
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AKTi(H,K I 

1 The Government of the United St cites of Amenta agrees to the supply, through 
normal private commercial organizations for shipment to the Peoples Republic of 
China during each 12 month period beginning January U 1981, except as otherwise 
provided for in Article II, of a total quantity of at least 6 to 8 million metric tons of 
United States wheat and corn, of which approximately 15 to 20 percent will be corn 

2. The Government of the People s Republic of China agrees to purchase Tor slup- 
ment during each 12-month period beginning January 12, 1981, except as otherwise 
provided for in Article II, a total quantity of at least (> to 8 million metric tons of 
United States wheat and corn, of which approximately 15 to 20 percent will be corn. 

'A. Purchases/sales of wheat and corn under this agreement will be made at 
market prices prevailing at the time of purchase and in accordance with normal 
commercial terms. 

ARTICLE II 

1 The Government of the United States of America shall endeavor to assure the 
availability of wheat and corn supplies through advance planning of production and 
stockbuilding fully to meet the import requirements Of^he Peoples Republic of 
China under the provisions of this agreement. If by virtue of exceptional circum- 
stances n ecess itating the appl icat i on of measures limi ting the availabil ity of U n i ted 
States wheat and corn in respect to all foreign purchases of United States grain it 
bt comes necessary in a particular year to supply less than _the quantities specified 
in Article L there shall be prior consultations between the two parties as to the 
amount of such adjustment. Any such measure^ which shall be applied to the exports 
of United States wheat and corn to the People s Republic of China shall be carried 
out on a basis no less favorable than to such exports to other foreign purchasers of 
United States grain. ; ; -- - - - - - t 

2. If by virtue of exceptional circumstances making it impossible for the Peoples 
Republic of China to accommodate^ available supplies necessitating the reduction of 
minimum levels of normal imports from all foreign suppliers-it becomes necessary 
in a particular year to purchase less than the quantities specified in Article I f there 
shall be prior consultations between the two parties as to the amount of such adjust- 
ment. Any such reduction of imports of United States wheat and corn which shall 
be applied to imports from the United States shall be carried out on a basis no less 
favorable than to imports from other foreign suppliers. 



article iii 

The United States of America expects to supply to the People's Republic of China 
and encourages the People s Republic of China to meet increased import require- 
ments by purchases of wheat and corn from the United States. Therefore^ if during 
the period that the agreement is in force* the Peoples Republic of China intends to 
purchase quantities of United States wheat and corn in excess of the 8 million 
metric tons specified in Article I by more than 1 million metric tons^ there shalL be 
prior notice to the Government of the United States of America. The Government _of 
the United States of America shall promptly inform the Government of the JPeople's 
Republic of China of any measures which may affect the availability of supDlies__of 
United -States wheat and corn for purchase hy_ _the_People!s JBep.ublic of China 
beyond !> million metric tons; This pro vision.. has JthegeneraJ jRUrpose of facilitating 
the growth of trade through improving the availability of information. 



ARTICLE IV 

Both sides shall seek to avoid excessive volatility in_lheir_grain_ trade. To this end 
the Government of the People's Republic of _China_5halJ endeavor to space its pur- 
chases in the United States of America.tQjermhleorderly_m_arket adjustment. At the 
same time the Government o£lhe„United__6tates of America shall seek to use its 
authorities to maintain the stability of United States market conditions for wheat 
and corn. 

ARTICLE V 

For the conduct of the consultations provided for in this agreement, the organiza- 
tion with the ^ jurisdiction. foiilhe Chinese side will be the China National Cereals, 
Oils and Foodstuffs Import and. Export Corporation. For the conduct of the consulta- 
tions provided for in this agreement, the organization with jurisdiction for the 
United States side will be the Foreign Agricultural Service of the U.S. Department 
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of Airricuturo ConsuUnlionH regarding- the conduct of trade under, t hj9_ agree menj 
and regarding the overall levels of United-States export sapply and Chinese. import 
requirements for .wheat and corn will be held prior to the beginning of each year 
covered by the agreement, or when requested by either party. 

article vi 

The Government of the People's Republic of China shall assure that, except as the 
parties may otherwise agree, the wheat and corn grown in the United^States i ot 
America and- purchased by the China National Cereals, Oil, and Foodstuffs Import 
and Export Corporation under this agreement shall be supplied for consumption in 
the People's Republic of China; • 

ARTICLE VII 

This .agreement shall enter into force on January 1, 1981, and shall remain in 
force until December 31, 1984, unless both sides agree to an extension.. .:_ _ _ 

Done at Beijing this twenty second day of October, 1980, in duplicate, each copy in 
the English aad Chinese languages, both texts being equally authentic. 

For the Government of the United States of America: 

For the Government of the People s Republic of China: 



CHINA AND THE GENERAL AGREEMENT ON TARIFFS AND 

TRADE (GATT) 

By Florizelle B. User* 

I. Summary 

Given the size arid potential of the Chinese economy, the organi- 
zation arid management of that economy, the nature of a Contract- 
ing Party's obligations within GATT, and the complexities of cer- 
tain methods of PRC entry into GATT, there are likely to be ad- - 
vantages as jvell as disadvantages for both China and the GATT 
should th^^ entry into GATT 

would bring a nijajor international power within the GATT frame- 
work^ would exiend some of the discipline of the international . 
system to the conduct of China's foreign trade, and would provide a 
multilateral framework within which China's existing bilateral 
trade relations would evolve. On the other hand, GATT rules were 
formulated for market economies with effective tariff regimes. Ex- 
perience to date with the smaller Eastern European centrally 
planned economies in GATT indicate that there are limits on their 
ability to do business in the spirit in which GATT was originally 
written, and one might assume that problems may arise in the 
PRC's ability or willingness to meet certain obligations inherent in 
GATT membership: Moreover, while accession of the PRC presents 
the same practical problems the GATT faces with the Eastern Eu- 
ropean countries (that is, how to make the GATT applicable to 
state trading countries whose economies are largely incompatible 
with GATT provisions), the PRC will be the largest and most politi- 
cally influential non-market economy to enter GATT, and its entry 
could, therefore, have greater ramifications than that of other non- 
market economies. 

Whether the advantages of the PRC's entry into GATT will 
outweigh the disadvantages will largely be determined by the 
mutual desire of the PRC and the GATT Contracting Parties to ne- 
gotiate a method and 'ernis of accession which will, on the one 
hand, be acceptable arid feasible for China and will ensure, on the 
other hand, PRC adherence to GATT principles and obligations and 
effective Chinese reciprocity to GATT members. 

II. Introduction 

_ Since the launching of China's massive modernization campaign 
in 1978, there has been considerable interest not only in the nature 
of the campaign and its domestic implications, bat in the impact 
this new modernization strategy would have on China's interna- 
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tibhal economic and foreign relations; in the period. since. 1978. and 
throughout several readjustments in the strategy, China has clear- 
ly jbUght to expand its role in the international economic system, 
and. this has been reflected in. China's re-entry into iriternatibnal 
trade, financial and investment relations as weJl as its. expanding 
participation and even membership in organizations such as the In- 
ternational Monetary Fund and the World Bank Group. Since the 
spring of 1980, the PRC has intermittently expressed its interest in 
GATT membership, and -has .informally explored this with the 
GATT Secretariat, the U.S. and presumably other GATT members. 
However, while the PRC's assumption of the "Taiwan" seats in the 
United Nations, IMF and World Bank has not posed particularly 
difficult problems, the special nature of GATTs work (i.e., specific 
country-by-country trade concessions) as well as the questions sur- 
rounding the validity pf the Republic of China's (i.e., Taiwan's) 
withdrawal from GATT in 1950 makes the PRC's assumption of the 
former ROC seat in GATT a more complex issue. Injact, there are 
three possible avenues by which the PRC coulcT achieve GATT . 
membership status: Each route has its advantages and disadvan- 
tages, and reflects the interesting history of China's participation 
in GATT. 

III. History of China's Participation in GATT 

The Republic of China (presently called Taiwan) participated in 
the negotiations leading to the establishment of the General Agree- 
ment on Tariffs and Trade (GATT) in 1948. The ROC signed the 
Protocol of Provisional Application on April 21, _1_948,_ became a 
GATT member on May 21, 1948, and was, thereby, one of the 
twenty-two original signatories to the GATT. 1 . 

During 1948, civil war erupted between the Nationalist Chinese 
Government and the Chinese Communists. The Nationalists re- 
treated from the mainland to Taiwan, and by September 21, 1949 
the People's Republic of China (PRC) was proclaimed and the Cen- 
tral People's Government was officially inaugurated on October 1, 
1949 claiming state succession. Shortly thereafter, when a substan- 
tial number of GATT members in early 1950 had recognized the 
PRC as the sole legitimate Government of China, representatives of 
the ROC decided to withdraw from the agreement supposedly to 
forestall a move to seat the Chinese Communists. On March 1, 
1950, General Chiang Kai-shek resumed the presidency of the Re- 
public of China, and on March 6, 1950 (pursuant -±o paragraph 5 of 
the Protocol of Provisional Application), the ROC (by then located 
in Taiwan) notified the Secretary General of the United Nations of 
its withdrawal from the GATT. This became effective on May 5, 
1950— sixty days after receipt by the Secretary General, and the 
Chinese schedule of tariff concessions (Schedule VIII) terminated at 
that time. - - 

On December 11, 1950, the United States terminated the major- 
ity of the concessions it had originally negotiated with the ROC; 

1 Australia. Bol«Jum,-BniztU Burnut,_ Canada. Ceylon (now Sri .Lanka), Cuba. CzTOhosloWikia, 
France, India. Luxembourg, Netherlands, New Zealand, Norway, Pakistan. Rhodesia, South 
Africa, United Kingdom, United States, as well as Lebanon and Syria who, like China, have 
since withdrawn from the GATT; 
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and on January 2f>, 1952, a second group of tariff concessions was 
terminated— completing U.S. termination of concessions as a result 
of China's withdrawal from GATT. Between 1950 and 1962, thir- 
teen other GATT members 2 withdrew the concessions they had 
originally negotiated with the RGC in 1948. ....... 

It was "not until 1965 that China again participated in the GATT, 
when the RGC requested and was granted observer status. At that 
ti_rne t _a number of countries reserved their legal position oh non- 
recognition of the RGC, but the general position by GATT members 
was that political considerations should not prevent observer status 
in the GATT. Following the seating of the PRC in the United Na- 
tions in November 1971, however, the ROC's observer status was 
terminated by a consensus of GATT Contracting Parties, though 
the United States arid eight other CPs disassociated themselves ; 
from that consensus. 3 

IV. The Validity of the ROC's Withdrawal From GATT in 1950 

The validity of the ROC's 1950 GATT withdrawal remains at 
issue, 'dh<i_ has significant implications should the PRC pursue 
GATT membership status. _ 

On one side of the issue it might be argued^by the PRC that 
"China" has never validly ceased to be a member of GATT. That is, 
since the PRC became the successor to the rights and obligations of 
China on October 1, 1949, the withdrawal from GATT by the Re- 
public of China (ROC), notified March 6, 1950 and effective May 5, 
1950, was not valid because the Government of the ROC was not 
the legal Government of China. The PRC has traditionally taken 
the position that it has the right to choose which of Ch iria's p re- 
1949 international treaty commitments it will recognize, abrogate, 
revise or renegotiate, and has maintained that any international 
actions taken by the Taiwan authorities subsequent to the estab- 
lishment of the PRC on October 1, 1949 are- null and void. Though 
the PRC has recognized the validity of a few multilateral agree- 
ments signed by the ROCsGov^rnment, the issue of the validity of 
Chinese withdrawal has notr-arisen in most other international or- 
ganizations. In the U.N. and most of the specialized agencies, the 
ROC (i.e., Taiwan) continued to represent China until 1971. In Oc- 
tober 1971 when the U.N. General Assembly voted that the only 
legal representative of China was the PRC, Taiwan ceased to be 
and the PRC simply became the legal representative of China in 
the U.N. Most U.N. organs and specialized agencies soon after 
voted to follow the General Assembly's decision, and this type of 
change of China representation more recently occurred in the In- 
ternational Monetary Fund and the World Bank Group in April 
1980 and May 1980, respectively. 

In the U.N. Food and Agriculture Organization (FAO) a different 
kind olchange in China representation occurred in November 1971 
when FAO members voted that although only the PRC could now 



2 Australia, Benelux. Canada Ceylon. Finland, France India, Pakistan Sweden, United King' 
dom.Uruguay. n Z" ~ , 

3 The delegation of the RepuBIic_6f_Chma as_ well as those of Brazil, Gabon, Greece, .ivory 
Coast, Madagascar, South Africa, Spain, the U.S. and Zaire generally expressed the^ view that 
GATT, as an independent intergovernmental organization, had no legal obligation to follow deci- 
sions taken by the General Assembly of the United Nations, 
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represent China, the PRC should be. invited to apply for. member- 
ship given the Chinese withdrawal- from the FAQ in 1951; In re- 
sponse to; the FAD Director Geherarsjhyjtation to apply for mem- 
bership, the PRC took the position that it would be pleased to 
resume. its membership in the FAO, and this was accomplished in 
VMS after an FAO Team in China negotiated the appropriate ar- 
rangements for China to "resume membership". Some experts on 
PRC international law 4 surmise that the PRC's silence on treaties 
which it has neither acknowledged nor repudiated presumably "in- 
dicates that those treaties are not deemed to be binding, at least 
not until specifically accepted." 

On the other side of the issue, GATT Contracting Parties might 
argue that the ROC's withdrawal from GATT in 1950 was valid for 
the following reasons :_ 

First; the ROC withdrawal was executed according to the specific 
procedures for withdrawal set out in GATT's Protocol of Provision- 
al Application (i:e:, paragraph 5) and was accepted as valid by all 
the Co n tract ing Parti es exce p t Czec h osl ov a k ia which objected . 5 

Second, the PRC has acted as if the 1950 withdrawal was effec- 
tive. The PRC took no steps to preserve its position at the time of 
Taiwan's withdrawal, has made no attempt to participate in GATT 
since 1950, nor has the PRC observed or applied the provisions of 
the General Agreement as if China membership continued to be ef- 
fective. 

Third, Taiwan has acted as if the withdrawal in 1950 was effec- 
tive. When entering GATT as an observer in 1965, Taiwan paid — 
and GATT accepted payment of^dues delinquent between 1948 
and 1950: 

Finally, the GATT and its Contracting Parties have since 1950 
acted as if the Chinese withdrawal was effective. In deciding to 
admit the ROC as an observer to GATT in 1965 and requiring that 
Taiwan pay the 1948 to 1950 dues on which it was in arrears at the 
time of the 1950 withdrawal, the GATT obviously considered the 
1950 withdrawal valid since "China" could not be both a member 
and observer simultaneously. In addition, the GATT considered the 
ROC schedule terminated upon withdrawal in 1950 and fourteen 
CPs including the United States, terminated concessions originally 
granted to the ROC in the period following the withdrawal and did 
not apply GATT nrovisions to the PRC. Fu rthermore, certain 
GATT jjrotb^I^ sine? 1950 requiring unanimous acceptance and 
the signature of all CPs as a condition of entry into force were con- 
sidered to enter into force without PRC participation or signature. 

Hence, while there have generally been no difficulties in the 
PRC assuming the China seat in other international organizations, 
the CI J s might argue that the GATT case can be distinguished by 
the fact that there was an ROC withdrawal, by the length of time 
between the ROC withdrawal and possible PRC entry, and the fact 



4 See J. Cohen and H. Chin, Peoples China and Internationa! Law, VJ14, pp, 214, 1111, 1120- 
2ti - - 

* In December IHJHL when the terms of. the Tuniuay Protocol Were drawn up, _C?*chosloyukiii 
qui Cloned the validity »nd effectiveness of tht R(X withdrawal and unsuccessfully tried- to 
have a note included in the Protocol to the- effect th^t "The Nationalist Government of the Re- 
public of China has notified it* withdrawal from the General Agreement with effect from May 5; 
1 9f>(); Xhe.Cehtral. People's. Government of China has not yet defined its position with regard to 
the General Agreement. " 
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that the (J6htnictiiiK.PaHieK.have actionsjri the 

intervening period (e.g: tariff concessions, amendments to the 
GATT, etc.) which would have required reciprocal concessions, from 
the PRC or. might have been different if the PRC had been consid- 
ered a GATT Contracting Party. 

V. Methods and Implications of PRC Membership in GATT 

The continuing questions and arguments surrounding the ROG's 
withdrawal frm GATT in 1950 suggests three possible routes by 
which the PRC coula achieve GATT membership status: (1) as- 
sumption of the China seat formerly held by the ROC; (2) negotia- 
tion of a new protocol of accession under GATT Article XXXIII; 
and (3J assumption of the Old China seat while negotiating new 
terms. 

i 1 ) ASSUMING THE OLD CHINA SEAT 

By successfully challenging the validity of the 1950 ROC with- 
drawal, the PRC could, assert the right to ar.su me the former China 
sejit in GATT. This would require, on the one hand, that the PRC 
conform its tariff to Schedule VIII as well as generally. reform, its 
trading regime to GATT rules: In addition r the PRC might be con- 
sidered in default on thirty-one years of budget contributions or 
dues to GATT, and would thereby be obligated to pay those dues 
(approxi m a t e \y_ 2.6 mil li on S w i ss _Fr a n c s_ as of 1980). _ Ho we ve r L de- 
pending on the decision of the Contracting Parties, this may pose 
p roble ms o n 1 y on a t heoretical 1 eve I si nee t h e PRC i n assuming the 
China seat in other* international organizations since 1971 has not 
been required to pay past dues, though an arrears or special ac- 
count has generally been established. 

On the other hand, PRC assumption of the Old China seat would 
pose several problems for GATT, the Contracting Parties, and par- 
ticularly for the U.S. First, no Contracting Party to GATT would 
ha ye the r igh t to in yoke Article, XXX V_ ] ri p_n -aj)pl i c a t i on ) to the 
PRC since that article can only be invoked at the time of a coun- 
try's _ac cess i o n (or 1 94 8 |n t h e_ c ase . of Ch i ha). This wb ul d pose -p a r- 
ticular difficulties for the U.S. since we could not grant the PRC 
unlimited, unconditional MFN treatment as required by GATT Ar- 
ticle I and simultaneously ensure adherence to U.S. law. Under 
Title IV of the Trade Act of 1974; the U.S. is prohibited from ex- 
tending unconditional MFN to communist countries whose prod- 
ucts did not receive MFN treatment in 1974. The U.S. can only 
extend MFN to those _co u h tries on the term s p royi d ed for_J n the 
Trade Act of 1974, which require that any bilateral commercial 
agreement extending MFN to a communist country be renewed 
every three years. Moreover, U.S. extension of MFN treatment 
and/or of credits or investment guarantees to the PRC are subject 
to Section 402 of the Trade Act of 1974 (also known as the Jackson- 
Vanik Amendment) which -prohibits 0 such benefits to communist 
countries if they deny freedom of emigration. Although the Presi- 
dent has authority to waive this restriction each year with respect 
to specific countries, each annual extension is subject to Congres- 
sional review and may be terminated by either House of Congress. 
Since the U.S. did not extend MFN to Chinese products until Feb- 
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ruary 1, \ { M) when the U.S. PRC Bilateral Trade Agreement went 
into effect, the above restrictions and conditions of JJ.S. trade law 
are fully applicable to :the -PRC- -The U.S. must; therefore, ensure 
that it can comply with the provisions of U:S. trade law without 
violating its GATT obligations, and would Have to seek some other 
form of hon-applieation of the GATT to China if it could not invoke 
Article XXXV, This could take the form of the 1951 GATT declara- 
tion allowing the U.S. and Czechoslovakia to suspend their GATT 
Obligations with regard to each other. After the communist party 
took Power in Czechoslovakia In 1948, the U.S. maintained that 
events within that country — including the nationalization of enter- 
prises and the establishment of a trade monopoly— made normal 
trade relations under GATT impossible. The U:S: could not, howev- 
er, invoke non-application of the GATT under Article XXXV 
(which would only have been applicable at the time of Czechoslova- 
kia's accession to GATT in 1948), and instead proposed to seek a 
waiver under Article XXV(5). In the final declaration adopted by 
the CPs on September 27, 1951, it was decided that the U.S. and 
Czechoslovakia be allowed under the exceptional circumstances to 
mutually suspend their GATT relations without reference to a spe- 
cific- GATT article: Were the PRC to assume the Old China seat, 
the U.S. would heed recourse to a similar kind of declaration, but 
this would be subject to PRC agreement as well as the approval of 
the GATT Contracting Parties. 

PRC assumption of the Old China seat could raise several addi- 
tional problems for the U.S. -First, immediate J^RG assumption of 
the former ROC seat in GATT would accelerate a U.S. decision on 
designating the PRC as a ierfSfieiary- developing country eligible 
for U.S GSP (Generalized System of Preferences). It appears that 
China has several motivations in seeking GATT membership. As 
economic and trade relations with foreign countries assume in- 
creased importance in its economy, China has sought to play a 
greater role in international economic organizations, and GATT 
membership would be a logical extension, of this trend. There is 
a_lsp_the symbolic aspect in that GATT is-one of the few remaining 
international organizations where the PRC has not yet taken the 
China seat. Finally, one primary motive for pursuing GATT mem- 
bership would seem to be the Chinese interest in and desire to be 
eligible for U.S. GSP. Under Section 502(b)(1) of the U.S. Trade Act 
of 1974, communist countries may be eligible for GSP designation 
only if (1) their products receive MFN treatment by the U.S. (2) 
they are_ members of the IMF and Contracting- Parties to.. the 
GATT, and (3) they are not dominated or controlled by internation- 
al communism. If the PRC were to assume the old Taiwan seat and 
was, therefore, considered a Contracting Party to GATT, conditions 
(1) and (2) would have been met. The President would then have to 
determine condition (3) and subsequently make a unilateral deci- 
sion on whether to grant them GSP after consulting with the U.S. 
Congress and private sector. 

Second, PRC assumption of the Old China seat would theoretical- 
ly raise problems for the U.S. regarding our recognition of the legal 
status of post— 1949 acts taken by Taiwan. The PRC assuming the 
old seat after successfully challenging the i960 ROC withdrawal 
could call into question the legality of any number of actions 
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Taiwan has taken on behalf of China since 1950- L ahd could be con- 
ceptually inconsistent with the U.S. position, set out by President 
Garter - in- a December 1978 memorandum- and supported by Con- 
gress in the Taiwan Relations Act, regarding the continuing valid- 
ity of U.S.-Taiwan agreements previously concluded, 

Perhaps more important than the special problems raised for the 
U.S., PRC assumption of the seat originally held by the ROC would 
create certain difficulties for the GATT and its-Contracting Parties 
since they have acted as if China were not a GATT member. Spe- 
cifically, a number of actions the CPs have taken since 1956. would 
be called into question, including the withdrawal of concessions to 
China as well as the entry into force of protocols of rectification 
and modification requiring the approval- of all Contracting Parties. 
On the one hand, it is conceivable that certain GATT CPs would 
have to restore concessions originally granted to the ROC or would 
have to conpensate the PRC for having withdrawn concessions and 
MFN treatment. On the other hand, the PRC would then owe the 
CPs compensation for not having applied since 1950 the bound 
rates of dutv under the original ROC schedule which are consider- 
ably lower 'than present PRC tariff rates. Many CPs, including 
some of those which withdrew their original tariff concessions to 
the ROC, now grant MFN treatment to the PRC and probably give 
PRC products better tariff treatment than previously negotiated 
with the ROC. Nonetheless, should the PRC assume the Old China 
seat, GATT as well as many of its members would be faced with 
solving some potentially complex and technical problems. 

(2) NEGOTIATING A NEW PROTOCOL OF ACCESSION UNDER ARTICLE 

XXXIII 

Should the PRC accede to GATT under Article XXXIII (accession 
by a government not party to the General Agreement), there would 
be no need to debate the former GATT participation of the ROC 
and, more important, GATT and its Contracting Parties could 
avoid the complex and technical difficulties of restoring a balance 
of benefits, between the CPs and the PRC after thirty-one ^ears of 
non-application. Under Article XXXIII provisions, the PRC would 
apply to accede and would have to negotiate appropriate terms of 
accession including a package of trade benefits with various GATT 
CPs. As with all countries which want to accede to GATT under 
Article XXXIII, a working party would more than likely be estab- 
lished to examine generally the PRC's trade system and patterns. 
More specifically, the WP would likely examine the extent to 
which the PRC's trade decisions are made by the central plan and 
most importantly, whether the PRC's tariff regime is an effective 
regulator of its foreign trade. Based on this examination, the work- 
ing party would determine the most effective means for China to 
provide reciprocity to the other CPs in return for the benefits of 
GATT membership. Once an accession protocol had been approved 
by a two-thirds majority of the CPs and was accepted by China, the 
PRC would become a full Contracting Party to the GATT. This 
process of fully acceding to GATT under Article XXXIII could obvi- 
ously take several years, but the PRC could also accede provjsiojxal- 
ly while negotiating ah accession protocol under Article XXXITT. 
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Provisional accession would involved- declaration by some Con- 
tracting Parties to extend to the PRC the provisions of GATT, 
except tariff concessions, on a reciprocal basis. ^ __ 

Whether the PRC accedes, under Article XXXIII or accedes provi- 
sionally while negotiating Article XXXILI accession, certain diffi- 
culties inherent in their assuming the Old China seat would be cir- 
cumvented or avoided altogether; For example, GATT and the CPs 
would not need to make, any decisions and/or take compensatory 
action regarding certain GATT actions taken since ii)5G or on .any 
tariff concessions withdrawn since that time. In addition, the U.S. 
would be able to invoke Article XXXV at the time that the PRC 
became a GATT member thereby avoiding any potential conflicts 
with U.S. trade law. Moreover, PRC accession under Article 
XXXIII would delay the need to make a decision on PRC eligibility 
for U.S. GSP since the PRC could only be considered a Contracting 
Party as required by. Section 502(b)(1) of the Trade Act of 1974 at 
the conclusion of the accession process— one which could, as ^aid 
earlier, take several years. Finally, PRC_ accession to GATT under 
Article XXXIII would avoid any problems for the GATT, the U.S. 
and other CPs regarding any actions taken by and/or with Taiwan 
since its withdrawal from GATT in 1950. 

(3) ASSUMING THK OLD SEAT AND NEGOTIATING NEW TERMS 

Given the economic and political motivations the PRC, on the 
one hand, may have in pursuing GATT membership and the politi- 
cal sensitivities and practical concerns the Contracting Parties, on 
the other hand, will likely have should the PRC decide to join, it is 
possible that the CPs might agree to the PRC's likely request to 
assume the Old China seat provided the PRC agrees to negotiate a 
special protocol document. This seems lo be a likely outcome since 
many CPs would not want to challenge the legitimacy of the PRC's 
claim to the old seat and would probably welcome PRC participa- 
tion in GATT despite the legal problems and technical complex- 
ities. This method of entry might also suit the PRC since it could 
claim its "rightful" seat in GATT, gain full LDC benefits under the 
"modern" GATT as opposed to the original 1948 terms, and could 
achieve GATT membership status as quickly as possible— a factor 
which could precipitate their eligibility for U.S. GSP. 

A spec i a 1 acc ession or protocol d ocu ment prov id i ng for PRC as- 
sumption of the Old China sea A as well as new, more appropriate 
terms for Chinese participation in GATT could be implemented in 
several ways— including an Article XXV(5) waiver and modifica- 
tions in schedules under Article XXVIII. Most important^ a special 
protocol document would address the issues normally resolved in 
the Article XXXIII accession process. While thereisjio GATT prec- 
edent on which to base this action, allowing the PRC to assume the 
Old China seat provided it negotiates new terms of accession would 
address the special relationship China has had with GATT as well 
as resolve most of the problems which would arise if the PRC were 
simply to assume the old seat. It would, for example, provide a way 
to restore the balance of benefits between the CPs and the PRC 
after thirty-one years of non-application; would resolve possible 
compensation problems; could authorize the U.S. and PRC to sus- 
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pend GATT provisions with regard to each other since _ Article 
XXXV could not be used; ano\ most important, would- determine 
via findings of a GATT working party whether the PRC's tariffs 
are effective and, if not, what sort of import commitment and/or 
other concession from the PRC would be appropriate. 

VI. Critical. Issues in Non-Market Economy (NME) Accession to 

GATT 

the accession of Poland in 1967, Romania in 1971 and Hungary 
in 1973 under special GATT protocols recognizing the particular 
nature of their economies brought the total number of non-market 
economy countries in GATTjb five— including Cuba and Czechoslo- 
vakia which were original members of GATT in 1948 before they 
converted to stated radi rig economies. GATT's experience to date 
with smaller, Eastern European non-market economies suggests 
both advantages and disadvantages in the accession of any NME 
into GATT, and perhaps more so for a large, developing-country 
NME such as China. 



(1) ADVANTAGES OF NME GATT MEMBERSHIP 

In addition to the political considerations of wanting to strength- 
en Eastern European ties with the West and lessen their depend- 
ence on the-Soviet Union, GATT members felt that their participa- 
tion in GATT would bring a large block of trade taking place out- 
side of GATT within its parameters and would thereby encourage 
these countries to play by the established rules of the international 
economic and trade systems. In addition, it was felt that Eastern 
European membership in GATT would legitimize the GATT CPs as 
acceptable trade partners for those countries and would improve 
the opportunities for the CPs to increase their exports of agricul- 
tural and manufactured products to Eastern Europe. Most impor- 
tant, it was hoped that allowing the non-market economies of East- 
ern Europe to join GATT would reinforce their decisions to reform 
their domestic economies, to increase their economic and trade 
dealings with the West, and would result in more decentralized 
market-oriented policies. 

(2) DISADVANTAGES OF NME GATT MEMBERSHIP 

These advantages, however, have had to be weighed against the 
disadvantages of NME membership in GATT. Problems with the 
entry and participation of non-market economies in GATT have re- 
volved around their ability to guarantee MFN treatment, the ab- 
sence of GATT rules on state trading to the extent practiced by the 
NMEs and, most important, the effectiveness of their tariffs and 
ability to provide reciprocity to GATT Contracting Parties, 

Accession to GAIT requires undertaking a basic commitment by 
the acceding country to treat the products of one Contracting Party 
no less favorably than the same products from another GATT 
member. However, because the government in non-market econo- 
mies, rather than market forces, operates all trading enterprises 
and determines in a central plan which goods will be produced, 
which imported and in what quantities, it was difficult for the CPs 



to be. guaranteed that all trading partners of the Eastern European 
N M Es would receive equal treatnieht. State trading enterprises, for 
example, would not be able to follow their governments' foreign 
trade plans, on the one han d, and compl ete ly ad here to the GATT 
principle of non-discrimination or MFN in their actual operations 
oii t lie other. Mo reover, due to the insulation of tHei r pr ice st ruc- 
tures from worici market prices, genuine cost comparisons between 
alternatives sources of supply are generally riot available in ridn- 
market economies; 

As to GATT rules which might address the special nature of non : 
market economies, the GATT CPs realked that although GATT Ar- 
ticle XVII ("State Trading Enterprises") attempts to address instru- 
ments of government trade regulation used in market economies, 
th is GATT provision could not effectively deal with the degree of 
government intervention in trade inherent in the non-market 
economies. 

Finally, the GATT CPs found that several NMEs wishing to 
enter GATT (i.e. Poland and Romania) had tariffs which were 
fairly meaningless. That is, in contrast to market-economy coun- 
tries where tariff rates have a direct effect on the sources and com- 
position of trade and where the tariff system is the principal regu- 
lator of foreign trade, the tariffs of non-market economies play 
only a minor role in determining the direction and composition of 
foreign trade. 

The problems surrounding the accession to GATT of the Eastern 
European NMEs highlighted the fact that the GATT was originally 
written to address the trade problems of market-economy countries 
with effective tariff regimes. Hence, in order to effectively incorpo- 
rate the non-market economies, it was clear that GATT would, gen- 
erally, need to adapt its provisions to meet their special needs and, 
nr>re specifically, would have to find new ways of ensuring reci : 
procity between the NMEs and the GATT Contracting Parties. 

i:u te;v v;s of nme accession to gatt 

When Poland and P ^ania acceded to GATT in 1967 arid 1971 
respectively, the Contracting Parties required that they agree to 
import commitments in place of a schedule of tariff concessions 
since thrir tariff systems were not considered by GATT Working 
Parties to be effective regulators of trade. Poland's import commit- 
ment requires that Poland i n c r ease i ts imports fro m G ATT CPs by 
seven percent annually. This import commitment has turned out to 
be unrealistic, and Poland — a fter exceed i ng its comm i tment i n th e 
initial years following GATT accession— has not been economically 
able to achieve the prescribed level of imports from GATT mem- 
bers in more recent years: Romania's import commitment stipu- 
lates that its imports from the GATT CPs as a whole should in 
crease at a rate not smaller than the growth of total Romanian im- 
ports provided for in it^ Five Year Plans. The Romanian import 
commitment has been more successful than the Polish commitment 
because it is responsive to Romania's overall growth and provides 
more flexibility in ensuring the GATT CPs of a fair share of the 
Romanian market. Since acceding to GAIT, both countries have in- 
troduced tariff regimes which they now claim directly influence 
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their trade, The Working Party on the Romanian customs tariff, 
convened in 1974, has riot yet made a conclusive decision as to the 
effectiveness of those tariffs, arid the Polish tariff regime has riot 
been submitted to a GATT Working Party for examination. 

In contrast to Poland and Romania which acceded to GATT on 
the basis of import commitments, a working party examining Hun- 
gary's trade regime found that its tariffs were an effective regula- 
tor of trade, and Hungary, in 1973,-became the first non-market 
economy county to accede to the GATT on the basis of a tariff 
schedule. 

Notwithstanding this difference, the protocols of accession to 
GATT for Poland, - Romania and Hungary have had several 
common elements. In each case the GATT Contracting Parties 
agreed to gradually reduce all discriminatory quantitative restric- 
tions on imports from these countries. The CPs reserved their 
right, however, to take discriminatory safeguard action against the 
acceding NME's exports if they cause serious injury to domestic 
producers. This safeguard reservation is contrary to GATT Article 
XIX which provides for non-discriminatory emergency action di- 
rected against the product, not the country of origin. Finally, the 
accession protocols of Poland, Romania and Hungary have provided 
for mutual withdrawal of equivalent concessions in the event of a 
dispute concerning NME accession commitments. 

VII. Terms of PRC Accession to GATT 

Despite the basic similarities between the economies of the East- 
ern European countries and that of the People's Republic of China 
and the conclusions one might draw for China based on GATTs ex- 
perience with other non-market economies, the PRC is clearly dis- 
tinct from the other NMEs which have thus far acceded to GATT. 
In contrast to Poland, Romania and Hungary at the time of their 
respective accessions to GATT, the PRC already trades extensively 
outside the communist sphere, receives non-discriminatory tariff 
treatment (MFN) from most GATT members, and is a very large, 
developing country with considerable economic potential. 

Hence, while GATT will need to take into account its experience 
to date with other non-market economies, China's accession will 
also require that the Contracting Parties search for terms of acces- 
sion uniquely responsive to the PRC, Such terms will, on the one 
hand, need to be acceptable and feasible for China and will hr ve to 
ensure, on the other hand, PRC adherence to GATT principlesand 
obligations and effective Chinese reciprocity to the -Contracting 
Parties. Negotiating these terms will, no doubt, be difficult, and 
further emphasizes the importance of the PRC's terms of accession 
and their implications for the PRC, the Contracting Parties and 
GATT as an institution. If the PRC assumes the Old China seat, its 
GATT obligations would be meaningless without updated terms, 
and if it accedes under Article XXXIII, it would have to negotiate 
new accession terms in any case. One can, therefore, conclude that 
the PRC's impact on GATT, should it decide to join, will largely 
depend on the terms rather than the method of entry as well as on 
the overall effect such a large, developing non-market economy 
could have on the GATT. 
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Although the Pitt 1 has apparently expressed an interest in enter- 
ing GA'IT on the_basis of their tariff system as Hungary did in 
19.73;. it is not. yet clear whether concessions based on China's tariff 
schedule would provide effective reciprocity to the G ATT Contract- 
ing Parties. China, is reported to have at present a tariff system 
calling for two tariff^Ipsiricatidris, including a "minimum" tariff 
denoting MFN treatment. However, these tariffs reportedly influ- 
ence the domestic price of only 20 percent of total PRC imports, 
while the remaining 80 percent seem to be priced according to 
their Chinese-produced equivalents. If true, one might conclude 
that tariffs are not a significant factor in the PRC foreign trade 
regime* and that Chinese import decisions are largely determined 
by the PRC plan of import rights and by allocations of foreign ex- 
change. 

If China's tariffs would not be acceptable as an effective regula- 
tor of trade, the CPs would need to negotiate some sort ofcornrn.it- 
ment from the PRC which would reciprocate their tariff conces- 
sions to China. Since, however, the import commitments negotiated 
with other NMKs have not been particul arly effec tive sur rogates 
for tariff concessions, GATT may — in the case of PRC accession — 
want to develop a new sort of import com m 

which would be both effective and appropriate. Such an import 
commitment might, for example, link the growth of PRC imports 
from GATT CPs to its growth inindustrial production or in GNP, 

or might be based on sector-specific cat _ 

In addition to some sort of commitment (import or otherwise) 
which would reciprocate the benefits of GATT membership, the 
GATT CPs would probably want Chinese terms of accession to in- 
clude measures to safeguard against market disruption caused by 
Chinese exports, provisions for greater transparency in China's 
trade decisions, and the establishment of a GATT working party to 
review on a regular basis China's trade relationship with GATT 
CPs. 

From the PRCs point of view, it is likely that in acceding to 
GATT it would seek a commitment from the GATT CPs to progres- 
sively remove and/or eliminate quantitative restrictions affecting 
its products, and would — as a developing country— probably seek 
more advantageous terms than those negotiated by developed 
NMKs which have acceded to GATT (i.e., Poland and Hungary). 

VIII. Conclusion 

For China, entry into GATT would yield all the economic bene- 
fits of being in the GATT framework^ such as permanent MFN 
treatment, innumerable tariff concessions, and access to GATT's 
trade dispute mechanisms. Moreover, GATT membership would 
give China the political benefits of playing a greater role in the in- 
ternational economic system. On the other hand, GATT member- 
ship could place considerable pressures on China to reform its eco- 
nomic system — something which might be politically undesirable or 
impossible from a domestic viewpoint.- 

For the GATT and its Contracting Parties, there are also certain 
advantages and disadvantages in PRC membership in GATT. On 
the one hand, PRC entry would bring a major international power 
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within the GAIT framework, would extend some of the discipline 
of the international system to the conduct of China's foreign trade, 
and would provide a multilateral framework within which China's 
existing bilateral trade relations would evolve; On the other-hand, 
GATT rules were formulated for market economies with effective 
tariff regimes, and PRC accession to GATT could put additional 
strains on GATT as an institution to adjust its framework and pro- 
visions even more than has been required by the accession of the 
smaller, Eastern European NMEs. Finally, the PRC would be the 
largest jarid most politically influential NME to join GATT, arid its 
entry might serve as a precedent for the Soviet Union — a factor 

w H?ch would !_hav_e enormous ram 

-JBased on the present situation of economic retrenchment in the 
PRC, it is not at all certain whether the PRC will, in fact, pursue 
GATT membership in the near -future: Nonetheless, at - whatever 
point the PRC decides to pursue GATT membership, the GATT and 
its Contracting Parties will need to carefully review the complex 
issues at stake in Chinese accession as well as the possible advan- 
tages Jirid disadvantages of their participation in the General 
Agreement on Traiffs and Trade (GATT). 
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Introduction 

For over two decades following the Communist takeover of 
China, commercial relations between the United States and "Main- 
land China" were virtually nonexistent. During most of that 
period, the standstill was principally the result of a comprehensive 
embargo that the_ United States imposed on trade with-Mainland 
China after the direct involvement of the Communist Chinese in 
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the Korean Whr. The rest rictions applied not only to trade.but also 
to various other trade- related activities and affected as well certain 
firms in foreign countries over which the United States claimed ju- 
risdiction, . . .. . _ - - 

The political rapprochemerit between the United States and the 
Peoples Republic of China that followed the thaw triggered by the 
"ping-pong diplomacy" brought with it a gradual elimination of 
regulatory restrictions, at first— in mid-liM)9— only of peripheral 
ones and later of more substantive ones. The embargo on commer- 
cial relations with the PRC was lifted in mid-1971 r and by legisla- 
tive action the PRC's access to some U.S. Commodity Credit Corpo- 
ration programs was authorized in 1978, a bilateral trade agree- 
ment between the United States and the PRC, providing among 
other things for the reciprocal granting of most-favored-nation 
status, was approved in 197!), and the PRC's eligiblity for the oper- 
ations of the Overseas Private Investment Corporation was author- 
ized in 19S0. Also in 1979, the PRC gained access to F^ximbank 
export credit facilities. i . i 

The U.S. action over the last decade, which eliminated or miti- 
gated the earlier severe restrictions on commercial relations with 
the People's Republic of China, has placed the latter generally at 
least in the same position as the more favored European Commu- 
nist countries with respect to the U:S._ foreign commercial policy. 
In fact, there is evident in the present U.S. official position toward 
trade with China a certain degree of favoritism. _ 

It should be understood that the restrictions that did or still-do 
apply to China— with one exception— have not been enacted or im- 
plemented with respect to China as an individual country but 
rather as one of the group of "Communist," "nonmarket economy," 
or "State-eontrolled-economy" countries to which such restrictions 
apply collectively. Whatever action has been taken thus far to 
bring the PRC's commercial status with respect to the United 
States closer to normal has been in the form of individual excep- 
tions to the policy applicable generally to this category of coun- 
tries. Such normalizing action has been taken either administra- 
tively within the existing legislation (which at times requires prior 
compliance with more or less cumbersome conditions) or legisla- 
tively by the approval of a specific law exempting China from an 
otherwise still applicable statutory restriction that still remains in 
force with respect to other Communist countries. 

With all this, the U.S. commercial policy toward the PRC and 
trade relations with it still are not normal in the sense that one 
would characterize as "normal" the policy toward and relations 
with the countries of the non-Communist world. Apart from a cer- 
tain degree of unavoidable functional abnormality that is inherent 
in trade with a .country whose economy is under comprehensive 
State guidance and control, there still exists a number of U.S. stat- 
utory and administrative measures which place on commercial re- 
lations with the PRC restrictions that do not apply to the U.S. 
trade with most, of its other trading partners. 

The purpose of this paper is to identify and briefly describe the 
existing statutory and regulatory measures that restrict or other- 
wise encumber commercial relations between the United States 
and Communist countries in general, and their present, often more 



liberal,, application to . China in the. areas of U.S. imports, U.S. ex- 
ports, U.S. investment abroad, third-country trade, and shipping. 
The last part of the paper gives a brief indication of the kinds of 
action that were or still would be needed to overcome or eliminate 
these obstacles to the extent that "normalization" is desired: 

I. U.S. Imports 

A. Ban on Imports of Furskins 

Since September 1, 1951, the United States has had in force a 
total ban on the importation of ermine, fox, kolinsky, marten, 
mink, muskrat, and weasel furskins from China. The ban was im- 
posed under the provisions of sec. 11 of the Trade Agreements Ex- 
tension Act of 1951 (05 Stat: 75) which required the President to 
prohibit the importation of such furskins from Communist China 
(and also from the Soviet Union). __ _ 

As enacted, the provision was the conference version of a floor 
amendment approved by the Senate which would have, as a meas- 
ure claimed - to be for the protection of the U.S. furskin industry, 
limited the quantity of imports of mink, silver fox and muskrat 
furskins in any year to 25 percent of the domestic production of 
these furskins in the previous year. While the provision did not 
then specify any foreign country, it was aimed primarily against 
the Soviet Union, which in the late 1940s was the major source (20 
to 30 percent) of U.S. furskins imports, while imports from China 
were significant but not large. : 
_ At present the provision banning furskin imports is part of the 
Tariff Schedules of_the United States (lft U.S.C. 1202, Schedule 1, 
Part 5, Subpart B, Headnote 4). (See also footnote 28.) 

B. Nondiscriminatory (Most- Favored-Nation) Treatment 

In the same Trade Agreements Extension Act of 1951 that im- 
posed the ban on furskin imports, the Congress, in sec. 5 (65 Stat. 
73), directed the President to suspend the most-favo red-nation 
(MFN) status of all_ countries of the Si no-Soviet bloc: The suspen- 
sion took effect with respect to China on September 1, 1951, and for 
the Chinese-ruled Tibet in mid-1952. Subsequent legislation (sec. 
231, Trade Expansion Act of 1962), moreover, made it impossible 
for China (and other Communist countries) to regain the MFN 
status without specific legislation. 

This situation was-changed somewhat by the Trade Act of 1974 
(TA 74), which in Title IV made the restoration of the MFN 
status 1 to China possible, although subject to quite restrictive con- 
ditions. The Actjsec. 401; 19 U.S.C. 2431) continues the general 
U.S. policy of denying the MFN status to "nonmarket economy'' 
(_i_.e^ in_ practice, Communist) countries which did not enjoy such 
status at the time of the enactment of the 1974 Act. It does permit, 
however, under a rather complex set of provisions and conditions, 
the granting of the MFN status to such a country if its emigration 
policy is reasonably liberal. The basic conditions for granting the 



• In the House Report on the Trade Act. (H. Bept, 93-571; p. HO), the MFN or nondiscnmina- 
torMreatment is defined, in effect, as one under which the concessionary (rather than full stat- 
utory) rates of customs duty ore applied to imports from a country with the MFN status. 
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MFN status are spoiled. out in .sec, 402 (the freedbm-o^emigratidri 
or Jackson-Vanik amendment; 10 U;S;C; 24X2) and several other re- 
lated sections of the Trade Act. 

As a "hbnmarket economy" -country,- China was precluded from 
having its MFN status restored by the United States until the spe- 
cific steps, required by law, were compieted: These were: 

. /. Bilateral agreement.— On July 7, 1979, the United States and 
the PRC signed a bilateral commercial agreement 2 providing, 
among other things, for a mutual grant of the most-favored-nation 
treatment. As law requires, the agreement is limited to a three- 
year term (but is to be extended automatically for successive three- 
year terms unless denounced by either party); it contains provi- 
sions pertaining to the safeguarding of national security and pro- 
tection of copyrights, patents, trademarks and industrial property; 
provides lor mandatory consultations on bilateral trade problems 
and permits unilateral preventive or remedial action if consulta- 
tions are unproductive; provides for consultation, conciliation and 
arbitration of disputes. _ 

J. /V^sv(/<v///f//_prfx7ama//ort.— On October 23, 1979, President 
Carter issued a proclamation (No. 4697) of the agreement and of 
the extension oTthe MFN status to the PRC, with its entry into 
force delayed until the date on which the two parties have ex- 
changed notices that the legal procedures required for the imple- 
mentation of the agreement have been completed. 

^Compliance with the freedom -of-emigration requirement.— For 
all practical purposes, this is the crucial step in the process of re- 
storing the MFN status to a Communist country: The freedom-of- 
emigration provision (Jackson-Vanik amendment) of the Trade Act 
requires, in effect, that emigration from the prospective recipient 
of the MFN status be at least substantially free of restrictions or 
fees. ;i The law provides for two alternative procedures of compli- 
ance with this requirement. _,_ ... 

(a) The primary procedure, contained in the original Jackson- 
Vanik amendment, permits the concluding of a commercial agree- 
ment and the extension of the MFN status only after the President 
has submitted to the Congress a report indicating that the country 
in question is not in violation of the criteria of free emigration es- 
tablished in the_freedbrri : bf-emigratibn provision: The President is 
also directed to submit to the Congress similar semiannual, reports 
(June :JU and December 311 as long as the agreement, extending the 
MFN status, remains in effect. Since the basic condition of this pro- 
cedure is that there be ho violation of the freedom-of-emigration re- 
quirements, the potential for using this procedure is severely limit- 
ed. In fact, no attempt has been made thus far to follow this 
avenue to the restoration of the MFN status to a Communist Coun- 
try. 

(b) Somewhat less demanding are the requirements of the alter- 
native approach to the MFN status, added to the freedom-bp emi- 
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gration statute as a result of a compromise between the_ Congress 
and the_ Administration. The coin promise- provision authorizes the 
President, in extending the MFN status to any country, to waive 
by Executive order the primary requirement of' no violation. if he 
determines and reports to the Congress that such waiver will sub- 
stantially promote the objectives of the freedom-of-emigration pro- 
vision and that he has received assurances from the foreign coun- 
try that its emigration practices will lead substantially to the 

achievement of the objectives of the statute. 4 

A waiver of the primary freedom-of-emigration requirement was 
issued by the President with respect to China in Executive Order 
\2Uil of October 2H; . 1*>79, after his waiver authority had been ex- 
tended for a year, effective July 3, 1079. 

Trarwmission to the Congress.— The President is specifically re- 
quired by law to transmit to the Congress the following documents 
related to the granting of the MFN status: 

(a) the bilateral commercial agreement, containing- the ex- 
tension of the MFN status and all provisions required by law 
(sec, 107(a); 1}) U.S.C. 24tf7(aJ); ; 

lb) the proclamation providing for the entry into force of the 
bilateral agreement; and 

(c) the initial report indicating no violation of the freedom-of- 
eriiigratibn requirement, or the report of^ his waiving the re- 
quirement, containing or together with the determinations and 
the statement with respect to his having received assurances 

_ which are required by statute, _ __ _ 

All these documents with respect to China were transmitted by 
the President in a communication to Congress on October 23, 
H)79/ 1 The-report on the waiver, however, neither enumerated nor 
even specifically mentioned the assurances that had been received 
from the PRC with respect to its future emigration practices; the 
President merely reported that he had "determined that the re- 
quirements of section 402(c)(2) (A) and (B) of the Act have been sat- 
isfied." 1 * 

1 Congressional approval —A commercial ^agreement containing 
the grant of the MFN status and its implementing proclamation 
may take effect only if the Congress adopts a concurrent resolution 
of approval under the procedure, specifically provided for by law 
(sec. 405(c); TA 74; 1!) U.S.C. 24tfo(c)>. That approval statute (sec: 
ii3 1 ; TA 74; U) U.S.C. 2UU ) mandates the introduction of the resolu- 
tion, prescribes its language, prohibits any debates or amendments 
thereto, and sets up mandatory deadlines for its various legislative 
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stages. Consequently, if either I louse wishes to disapprove the 
grant of the MFN status, it must do so by voting against it; the? res : 
olutiori cannot simply die for lack of legislative action; 

Moreover, implicit approval is. required For the primary proce- 
dure of compliance with the freedom-of-emigration requirement. 
T h L». initial Pres id en tia 1 report to Cbiig ress , i rid i eating n o v i o 1 a t i o ri 
of the requirement (see 'Mu) above), may be disapproved (and the 
gia.iit of t he M FN statu s there by nullified) if eith er House wi t h i ri 
90 session days rtdopts a resolution of disapproval under the special 
procedures provided for by sec. 152 of the Act of the Act (19 U.S.C. 
\L\\Yl\ prescribed language^ prohibition of debate or amendments, 
mandatory legislative deadlines). 7 

The initial use of the waiver in respect to an individual, country, 
bri the other hand, requires no explicit or implicit Congressional 
approval. Congressional disapproval of any particular waiver at the 
time the waiver is first issued can be exercised only indirectly 
(except, of course, by passing a specific law to revoke the waiver) 
through failure to adopt the concurrent resolution required for the 
approval of the bilateral agreement. Under the existing statutory 
procedure, any waiver can be revoked directly only by means of a 
disapproval resolution adopted by either House (one-House veto) at 
the time of the annual extension of the waiver authority (see foot- 
note A). -- 

A concurrent resolution to approve the extension of nc discri- 
minatory treatment to the People's Republic of China wa^ intro- 
duced in the House on October 23, 1979, the same day on which the 
President transmitted his communication to Congress, and one in 
the Senate on the following day. Both resolutions were reported fa- 
vorably by the respective Committees, although in the House 
report eight Members strongly objected to granting the MFN status 
to China on several grounds, among them the inadequacy of the 
President's report on free-emigration assurances received from 
China. Despite these objections and identical ones raised on the 
floor of the Senate, the concurrent resolution (H. Con. Res. 204) 
was approved by large majorities of both Houses, thus opening the 
way to the extension of the MFN treatment to the PRC. 

6. Exchange of notices.— The grant of the MFN status as a rule 
becomes effective on the date on which written notices of accept- 
ance are exchanged between the two countries. (See footnote 2 
above:) Such exchange took place in Beijing on February 1, 1980, 
thus putting into force the trade agreement between the United 
States and the People's Republic of China and the mutual grant of 
the MFN status which It contains. 

C. Generalized System of Preferences 

Under its generalized system of preferences (GSP), provided for 
in Title V of the Trade Act of 1974 and in effect since January 1, 
197(), the United States permits, for a 10-year period, duty-free \m- 
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pdrtiitioh of ii wid<- array of products from eligible less developed 
countries (Ll)Cs) designated as ''beneficiary developing countries''. 
(BDCs). Certain countries are barred front participation in the GSP 
for a variety of reasons. 

Individually excluded, far- instance, are. presumed developing 
countries I sec. 502(b); 19 U.S.C. 24f>2(b)j, .Chiria^Howieyer^is, not 
listed among them: In fact, Articb H of the trade agreement be- 
tween the United States and t lie PRC specifically provides "that, at 
its current state of economic- development, China is a developing 
country," thus making the PRC potentially eligible for the benefits 
of the U.S: generalized system of preferences; 

1 'he law, ho we ver, pro hibi ts t he d esignat ion of a ny Com m u ni s t 
country as a BDC unless the country (a) has been. granted the MFN 
status by the United States, (b) is a signatory of the General Agree- 
ment on Tariffs and Trade and a member of the International 
Monetary Fund , an d (c ) is not d omina ted or Co nt roll ed by interna- 
tional communism. China ..fulfills most of these conditions but is 
hoi a signatory of the GATT and, hence, does not qualify for being 
designated a BDC under the U.S. generalized system of prefer- 
ences. 8 

The PRC has indicated its desire to be designated as a benefici- 
ary developing country under the U.S. GSP as soon as it fulfills all 
of these conditions. The U.S. International Trade Commission has 
conducted, at the request of the President transmitted through the 
U.S. Trade Representative, an investigation on "Probable economic 
effect on domestic industries of the designation of the Peoples Re- 
public of China as a beneficiary developing country for purposes of 
the U.S. generalized system of preferences ' (Investigation No. 332- 
123) and published a report thereon in June 1981. 

D. A ction* to Remedy Adverse Effect of imports 

Most actions available in iaw to U.S. industry for the purpose of 
rei iied ying or cou nteract ing any a dve rse e ffect of i m ports from 
China apply equally to China (as a Communist country) and to non- 
Communist countries. In some instances, however, the remedial 
measure may be, either in law or in practice, somewhat more read- 
ily applied to a Communist than to a non-Communist country. 
There are also some statutory remedies that can be used exclusive- 
ly against Communist countries, including China. . ... . 

/. Market Disruption.--- Section 3(M> of the Trade Act of 1974 (19 
U.S.C. 243f>> establishes a special procedure to prevent or remedy 
the disruption of the U.S. market by imports of an article specifi- 
cally froni Communist countries. _ 

While the general purpose of this procedure is the same as that 
of the escape clause procedure (protection of domestic producers 
against injury caused by increasing jmports). and their mechanics 
are generally identical, the two procedures differ in several signif- 
icant aspects, all of which tend to make the market disruption pro- 
cedure less favorable to imports than the escape clause procedure. 
Market disruption investigation by the U.S. International Trade 



* Chin .» almidv is * bfrwfici irv country under the CrSPs of several other industrialized coun- 
tries or entities, such as Canada,' the Kuropean Communities <with some limitations as to prod- 
ucts involved). Switzerland. Japan. Australia. 
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Commission can be initiated and tbe eventual remedy applied by 
the President with respect to only the spedfic country or countries 
where the disrupting imports originate while, in escape clause 
cases, imports of the article in question from all sources, or at least 
all major sources, are considered, and the remedial action,., as a 
rule, is applied on a nondiscriminatory basis to all countries: 9 The 
causal connection between imports and injury, and the criterion of 
injury itself, underlying the USITCs recommendation for remedial 
action, are less strict in market disruption cases ("significant cause 
of material injury") than in escape clause cases ("substantial cause 
of serious injury"), with the consequence that injury finding is 
more likely in market disruption cases. 

In market disruption cases, the USITC's investigation must be 
completed in 'I months fys, fi months Under the escape clause proce- 
dure), and an orderly marketing agreement, if such course of action 
is decided, must be entered into within 60 days (ys: 90- days in 
esc ipe clause actions). In addition, the President may take emer- 
gency import relief action before the USITC completes its investi- 
gation if he considers it necessary; such emergency action is not 
provided for in escape clause statutes. : - 

Section 400, consequently, provides for an action to remedy 
import injury whose implementatior. is easier," faster and more spe- 
cific than that of the escape clause procedure. The action is also 
discriminatory in that it applies only to imports from Communist 
countries. - - — - — - 

The remedial procedure provided by this statute has been used 
with respect to China on four occasions. The very first case filed 
with the Commission under sec. 406 (in December 1977) involved 
certain types of cotton gloves imported from China. In this in- 
stance, the Commission found that the imports in question were 
not causing market disruption in the United States. 10 In the 
second investigation, filed in May 1978, China was one of three 
Communist countries whose exports of clothespins to the United 
States were allegedly causing market disruption. The USITC lound 
that while imports from the other two countries (Poland and Roma- 
nia) did not disrupt the U.S. market, those from China did/ * The 

President, however, declined to take any remedial action ist 

China since the Commission had in the meantime begun an escape 
clause investigation of imports of clothespins- from all sources, 73 
percent of which were accounted for by other foreign sources 12 

The third sec. 406 investigation involving the PRC was insti- 
tuted in May 1982 with respect to ceramic kitchenware and ta- 
bleware. In it, the Commission determined that the imports in 



Although escape clause procedure of the Trade Act of 1974 does permit discriminatory appli- 
cation of remedies "but only after. consideration of the relation of such i actions to the interna- 
tional oblivions of the United States'; (sec. 20:i(k): 19 U-S.C. 22f>.'KkJ). import relief action has in 
or ictici always hern applied in a nondiscriminatory manner ... .. - , , ■-. „, 

'MIS International Trade Commission. Certain gloves from. the. People s Republic of Chinai 
report U> the President on investigation No. TA-40»-l under section 40b of the Trade Act of 
MI7-1. USITC Publication Ml). Washington. March 197H. - - - ... f _,. 

"US International Trade Commission. Clothespins from the People s .Republic of China, the 
Polish Peoples Republic, and the. Socialist.. Republic of Romania; report^ the- Prwident on, in- 
vestigations Nos. TA-406-2. TA-40f>-:*. and TA-406-4 under section 406 of the Trade Act of 
1974. < USITC Publication 902*. Washington, August I97«I.— . ... 

- 12 Domestic clothespih industry; message to the Congress transmitting^ report, <*tober 2, 
197H Weekly compilation of Presidential documents, v, 14, No. 40, October 9, 1978. p. 1698. 
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question caused mi. market disruption. In the most recent. case, in- 
stituted in June and involving canned ...nlushrooWs _fr6rii_ the 
PRC,_ the Commission's determination was evenly divided, leaving 
the final determination up to the President, whose action is still 
pending. ' . . 1 

J. Mandatory' Safeguards Clause in Bilateral Agreements*-- 
Apart from the discriminatory nature of the Tact itself that a rela- 
tive liberalization of trade relations with a Communist country 
(primarily, the granting of the MFN status) cannot take place with- 
out the entry into force of a bilateral agreement, such agreement, 
by law, must also contain a safeguards clause providing for manda- 
tory consultations and authorizing the unilateral imposition of 
import restrictions in the event of actual or threatened market dis- 
ruption. As mentioned earlier isee B:l: above), such a safeguards 
clause is included in the trade agreement between the United 
States and the PRC. . 

A n t id u mp i ng A eji< 'm. —Chi n a_ i s s ub^ec t to the ppssj _b 1 e u se of a 
special provision of. the. antidumping law (sec. 778(c) of the Tariff 
Act of \m\K as added by the Trade Agreements Act of 1979; 19 
U.S.C. 1077b(c))— first enacted in 1975 — which calls for an alterna- 
tive method of determining the foreign market value of imports 
from state-controlled economies that are suspected of being 
d u mped on the U.S. market. Foreign m arket value is one of trie 
components used to establish whether an imported commodity is 
bei ng sold in the U n i ted States at less than fa i r val tie 1 ; * and to de- 
termine the level of the antidumping duty in the event that dump- 
ing h as been determ i ned to h a ve taken p 1 ace . 

Generally, foreign market value is the price at which an import- 
ed commodity is sold in the country of origin or, alternatively, in 
third countries to which it is being exported. If, however, the econ- 
omy of the exporting country is state-controlled to the extent that 
domestic or third-country market export prices^ 
termination of foreign r-arket value in the normal manner, foreign 
market value must be determined on the basis of the price at 
which similar merchandise produced in a surrogate "non -State-con? 
trolled-economy country" is sold either domestically or in third 
countries, or, alternatively, on the basis of the constructed value of 
similar merchandise of the surrogate. The method for calculating 
the constructed value is prescribed by law and contains mandatory 
minimal levels for certain cost components (general expenses, 
profit); it can, therefore, res ult in a value highe r t h an the value 
based on actual cost of production: Such course of action may work 
to the disadvantage of the exporting country if the country is, in 
fact, the Least-cost foreign producer of the article in question, for it 
may result in a higher antidumping duty than would normally be 
the case or even in the levying of an antidumping duty where none 
would be called for. 

Antidumping investigations involving p rod uc ts from Co; * n unist 
countries initiated since the enactment of this provision, hi gener- 



,3 A determination of the: exisXerice-6f .sales M.k'SsAhan fair value. ia one essential element 
for a_ finding of dumping and assessment of antidumping duty. The other essential element is a 
determination by the U.S. International Trade Commission that an industry in the United 
States is materially injured or threatened with itiateriaL jijury^r^he_esLaBlishment Of an in- 
dustry in the United States is materially retarded by reason of the imports in question. 
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ill; have been lew, and in only three instances, thus far, imports 
from the PRC have been subjected tothe antidumping. procedure, 
in dune 1980, a petition, was filed alleging injurious dumping of 
menthol originating in China. During the process, the Internation- 
al Trade Administration of the U.S. Department of Commerce de- 
termined that the PRC was a State-coritrolled-economy country 
within the. meaning of the law and, as of May 1,. .1981, also that, 
based on the foreign market value of menthol in Paraguay (deter- 
mined as being the appropriate surrogate country), sales at less 
than fair value were taking place. The USITC, however, deter- 
mined on June 1, H)8i; that these imports caused neither injury 
nor retardation of a U.S. industry, and antidumping duty was not 
assessed. — - - 

Two recent antidumping eases, begun in August 1982 and involv- 
ing greige polyester/cotton printeloth and shop towels of cotton, 
are still pending. In both, the USITC has made a preliminary af- 
firmative determination of reasonable indication of injury to a U.S. 
industry, while further relevant determinations still remain to be 
made. ,. 

4. Coant'enmling Action:— Whenever a foreign country subsidizes 
the production or exportation of an article, the United States may 
counteract the competitive advantage that the import has in the 
U.S. market because of the subsidy by levying a countervailing 
dutv. equal to the amount of the subsidy. Amendments of the coun- 
tervailing statute, enacted in the Trade Agreements Act of 1979, 
provided for different applicability of the countervailing duty, de- 
pending on whether or not the subsidizing country is a "country 
under the Agreement" as defined by law. 14 Under the new law, 
countervailing duty may be levied on subsidized imports from a 
country under the Agreement only if it is also determined that 
they are actually causing, or threatening to cause, injury to a U.S. 
domestic industry (Title VII, Subtitle A, Tariff Act of 1930, added 
by the Trade Agreements Act of 1979 (19 U.S.C. 1671-16710). Subsi- 
dized imports from countries not under the Agreement are counter- 
vailed under the old countervailing law (19 U.S.C. 1303) and do not 
have to meet the injury test. 

This differentiation places Chin? in the less favorable of the two 
categories. Since the PRC is not a country under the Agreement 
(neither are any other Communist countries nor many non-Com- 
munist ones) countervailing duties would apply ' J imports from 
China merely on the strength of a determination chat its exports 
are being subsidized and countervailing duty would be assessed 
even trough they would not be causing injury to, or threatening 
with injury, any U.S. industry. 



14 The law defines a "country under, the. AvtJitimeni" ,as ..a country (I) which is a signatory of 
the Agreement on -Subsidies and Countervailing, concluded in the multtlatei 1 trade negotia- 
tions, of the Tokyo Round, or {2> which has assumed obligations substantially equivalenLto those 
under the Agreement, or tt) which is not a party_t6_GATT but has in force a bilateral f*Sr^i 
ment With the Dnited.Stotes, providing for unconditional M FN treatment ^- T ^Hb)^f the 
Tariff Act of 1930, as added by sec. 101 of the Trade Agreements Act of 1979; 19 U.S.C. 1.61(b)). 
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II. U.S. EXIHHWH 
A. Export Controls 

The system of U.S. export co ntro I s h as since World W a r II de vel - 
oped into an important tool of foreign economic policy, aimed pri- 
marily, at preventing the flow of strategic and high -technology 
products and technical data of U.S. origin to Communist countries. 
While the hroad guidelines for controlling exports have been set by 
statute, their detailed and specific implementation has mostly been 
left to administrative regulatory action,, .which is more flexible and 
adaptable to practical exigencies of a diverse and ever changing sit- 
uation. Consequently, a system of export controls has gradually 
emerged in which there are differences in U.S. treatment not only 
of' Communist as compared to non-Communist countries but also of 
countries within the Communist group itself. 

1. The bulk of U.S. exports of goods and technical data is con- 
trolled by the U.S. Office of Export Administration-under the au- 
thority of the Export Administration Act of 1979 (50 U.S.C. App. 
li ioi et seq; I; implemented through Export Administration Regula- 
tions UoC.F.R. :WK-:W9.2). It is through these regulations that a 
specific level of restrictiveness is applied to exports to any destina- 
tion in the world. There are basically three levels of restrictiveiness 
as characterized by the range of commodities that require individu- 
al "validated" licenses for exportation to countries at that level 
and by the purpose of controls: (1) the level at which virtually all 
exports require valic license, which, as a rule, is not issued* the 
result being a virtuaiiy total export embargo; (2) the level at which 
validated license is required only for strategic or high-technology 
exports, and may be issued if the intended use of the export is 
judged not to endanger U.S. national security; and (3) the level at 
which validated license is required for strategic or high-technology 
exports, primarily for the purpose of preventing reexportation of 
the item to destinations in the other two categories, and is usually 
readily issued, if control over reexpoi ta* : on is assured. Exports that 
do not require a validated license take place under a general li- 
cense (a blanket permission to export), usually under general li- 
cense G-DEST. i . 

Most commodities that require a validated license for export to 
countries at level (2) and virtually all of those requiring a validated 
license for export to countries at level (X) are articles whose expor- 
tation is controlled also internationally by the Coordinating Com- 
mittee (COCOM), consisting at present of all NATO countries 
(except Iceland) and Japan. 15 



1 The oriKihiiJ statiitorv autborilv _for..O.:S; juirlicipiitiaii i n C'OCOM (Mutual Defense Assist: 
. ( ,ntrol Act of — Haiti Ic Act J was terminated b> sec 17ic » of the Export Admmistra 
n:.n Ait of PIT 1 ? i >0 U St App :iJHie» the present authority is cont .-.lined in set. Rk) of EAA 7'.) 
1 S ( App , ^i04iki. - -- -: - --- - 

During th( Korean War. i s|h ci ll C hin.i Committee (CHINCOMl was set up in September 
\ f X,'2 hy COCOM mrnilwrs to administer international controls of exports to China\ These con* 
trnjs wen-' more » xti n-stvi (nu hel* d about more items) th in those ori cjqfkjrts to Xhc Soviet 
Blue .t."i.'hina. UlfTeriiiif iiil " i: 1 n Late l_!»r»f» xtwo.,VtLiirti.nfli'r.lh«?.l<Qri?«n armist ice. was signed ), some 
HX'ON] -CHINCOM members began questioning the need for the China differential and gradu- 
al I v u nil it era IK relaxed some of its controls After a M iv 1 *»T>7 meeting on the subject failed to 
rec« neah the divergent views on the modification of the C hina embargo several countries uni- 
laterally eliminated the China differential and CHINCOM ceased to exist. The United States, 
opjKjsed to any relaxation of the international embargo, thereafter continued to maintain it uni- 
laterally. 



For purposes of uuuv detailed control, the countries ofthe world 
(except Canada) are assigned to specific "country .groups", of which 
one or more are placed at one of the three general levels of .restne- 
tiveness. Shortly after the lifting of the embargo on trade with 
China in 11)71 (prior to which China was at the most restrictive 
level in country group Z, together with Cuba, North Korea and 
North Vietnam), the PRC was placed in country group Y at the 
middle level, the level to which also belong all the countries of the 
Warsaw Pact. Changes in the export control policy since that time 
as well as the gradual improvement in U.S. commercial relations 
with China resulted in transfering, as of April 25, 1980, the PRC to 
a country group of its own (Group P), still at the same level of re- 
strictiveness, but allowing some differentiation in favor of China. ld 

The removal of China from Group Y and its transfer to a sepa- 
rate group of its own was prompted by the consideration that, in 
the case of China, factors relevant for the determination as to 
which exports would contribute significantly to military potential 
of the countrv in question are different from those that would come 
into play with respect to Warsaw Pact countries: Although China is 
in a separate country group, exports to China are at present #111 
subject to the same formal validated license requirements n&.tb- so 
to Warsaw Pact countries; 17 there has been however, sor.i" lib* *- il- 
lation of the guidelines which the Office of Export Ad miri ist: .on 
uses in the approval process for validated licenses for expo - t:> 
China of products arid technical data controlled on national ;.;-cl'.- 
rity grounds, particularly of the so-called "dual-use" products. 

2 Exports of military articles are controlled under the aut' ■ ty 
of sec. :*8 of the Arms Export Control Act (22 U.S.C. 2778), which 
authorizes the President to control all trade in defense articles and 
services: Exports of any arms, ammunition and implement of w^.r 
listed in the U.S. Munitions List (22 C.F.R. 121:10), and of related 
technical data generally require a specific license, issued by this 
U.S. Office of Munitions Contn ' of the U.S. Department of State in 
coordination with the U.S. Arms Control and Disarmament 
Agency. While such license may be denied for any of the several 
reasons stated in the regulations with respect to exports to any 
country, the policy of the United States also is to deny any licenses 
for exports. of U.S. Munitions List articles to any Communis coun- 
try except Yugoslavia. _ _ - ,_ - ... 

This policy was modified with respect to the People s Republic ol 
China in January 1980 when certain categories of military support 
(i.e. non-lethal) equipment included in the U.S. Munitions List were 
made eligible for sale to China and licensable for export on a case- 
by-case basis. _ 

3. Exports oT nuclear materials are controlled by the Nuclear 
Regulatory Commission under the authority of the Atomic Energy 
Act of 1954, as amended (42 U.S.C. 2011-2282). Virtually all nucle- 
ar exports to any destination require a license. Certain nuclear ma- 
terials, however, may be exported under general license, provided 



'* A similar transfer to a country. tfro'Jp of iUs own, much for the same reasons as in the case 
of China, took place earlier with respect to Poland (later joined by Hungary) (Group W) and 
Romania (Group Q). 

• 7 45 F.R. 27922 'April 25, 1!)H0>. 
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that such exportation will not be inimical to the !.com_mdri..dcfensr 
arid security or constitute an uji reasonable, risk to the public 
health and safety. Prior to a March 1980 revision of nuclear export 
regulations, only very few nuclear materials that were exportable 
under general licenses to non-Communist countries could be ex^ 
ported under the same type of license also to some Communist 
countries, fn addition; general license applicability varied among 
Communist countries themselves, China being in the group of the 
most restricted destinations short of complete embargo. Since the 
revision, virtually all general licenses have applied also to exports 
to Communist countries, including the PRC, with_ the exception of 
the embargoed ones (Cuba, Kampuchea, Nor f h Korea, and Viet : 
nam) (10 C.F.R. 1 10-20—110.28): 

B. Export Credit Operations 

Most Communist countries at present have no access to ILS. Gov- 
ernment export credit facilities arid — to the extent that in practice 
private export credit functionally depends on U.S. Government in- 
surance or guarantees — only limited access to private U.S. sources 
of export financing: The basic obstacle is raised by the provisions of 
sec. 402 of the Trade Act of 1974 (19 U.S.C. 2432) which prohibit 
the participation of Communist countries in any credit operations 
of the U.S. Government unless the same freedom-of-emigration re- 
quirements that apply to the extension of the most-favored-nation 
status (see Part I.B. above) are met. Consequently, a Communist 
country can participate in U.S. credit operations only if it places no 
restrictions oh emigration, or if its restrictions are sufficiently mild 
to enable it to qualify for the required Presidential waiver. Al- 
though a country's participation in U.S. Government credit pro- 
grams is not legally contingent on its having been granted the 
MFN status, the two benefits go hand in hand because they are 
subject to the same explicit or at least implicit approval proce- 
dure. 18 - — 

Since the People's Republic of China has been granted a Presi- 
dential waiver of the Jackson-Vanik requirement (see I.B.3. above), 
this, the principal and most serious obstacle to China's participa- 
tion in U.S. Government's export credit programs has been re- 
moved. 1 9 



,M Then is technically a slight difference bttwei n the MFN and tht credit approval proce- 
dure > i thai, in wnvu lusi'K no action by Congress ts necessary for a country s eligibility for 
credit ont < the- waiver is is; Jed Krom a practical standpoint however, lias not liktly that credit 
Taci li t i»'s would . i ri fact:- be extended to a Con ntry to which t.h . • .. M FN. status has .been denied by a 
vote of Con tfress in d t he waiver in question would cert unlv i*. rcvok ed by Con ress at the time 
of the next annual extension of the waiver authority, if not sooner rescinded by the President 

himself. , - - , 

_ 1 0 A ceess _ of so mi Commun ist co U. n t r les to Amen ca n pn\ att e xj>nrt cr ed i ts is a Hoc ted— a 1- 
thou^h probablv not severely — hv the restrictions of the Johnson Debt Default Act (1H U.S.C. 

,) since they are in default on di bts t-: t hi US Government and do riot meet thx Conditions 
of statutory exceptions: Althiai£h.lhe l ? ''id Slates has been try inj; to yet the PRC to assume 
the obligation to repay the portion of s* nil Eximbank loans, originally extended to the Na- 
tionalist (iovernment. comi. 2nsurate with the value of the equipment, financed by such loans, 
that remained on the mainland after the Communist takeover— an obligation the PRC refuses 
to. accept Jjs its. own— China is not considered in default to the United States, hence the restric- 
tions of the Johnson Debt Default Act do not apply, 

1(1. 
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1. KXi'OKT IMPOKT HANK OF THK UNITED StAtKS 

The Export-Import Bank of the United States (Eximbank) pro- 
vides direct export credits and various types of insurance andguar- 
antees of export credits extended by private financial firms. Its ac- 
tivities with respect to exports to most Communist countries are se- 
verely restricted by law, a fact which significantly hinders the po- 
tential growth of U.S. exports to the countries to which the restric- 
tions apply. 

In addition to the general restriction i.n export credits mandated 
by the freedom-of-emigration provisions of the Trade Act of 1974, 
Exiiiibank's credit transactions with Communist countries are also 
subject to specific restrictions, contained in the Eximbank^s organic 
act itself. The Export-Import Bank Act of 1945, as amended, in sec, 
2(b)(2) (12 U.S.C. V)'Ar){b)\2)) prohibits any credi^ activities of the 
Bank ic'ated to direct or m^irer exports to any. Communist coun- 
try unless tne Present detcn jines that such credit transactions 
would be in the nation d m est; 2d Moreover, jevery such trans- 
action involving a Bank s lo. of $50 million or more requires a 
separate Presidential '*" r ^-nination of national interest. All deter- 
minations must be repui i?u o Congress. 

Once the Jackson-Vanik obstacle to China's access to. Eximbank 
facilities was. removed through the waiver procedure, China still re- 
mained subject to the specific restriction contained in the Export- 
Import Bank Act. this was easily overcome by '\ Presidential deter- 
mination, signed on April 2, 1980, that the Exin.bank's financing of 
exports to the PRC would be in the nationx .! interest. 21 

The overall operating procedure, for E\«,aban ; extension of 
export credits to China, handled on the Chinese 5:d^ t,.clusive^ by 
the Bank of China, was established jointly dur..^ talks between 
the two sides held in Washington in June 1980; applications for 
credits are being considered by the Eximbank on a case-by-case 
basis as they are submitted. Three loans, totaling $l25.5-m1llioh, 
have thus far been authorized to th j PRC. 



2. COMMC ' r Y CREDIT CORPORATION 



Financing of sales of agricultural commodities to Communist 
countries under CCC programs r subject only to the restrictions of 
the freedom-of-emigration requirement In the case of China, some 
access to CCC financed exports was authorized even before the 
Jackson-Van ik restriction was eliminated. Sec 202 of the Agricul- 
tural Trade Act of 1978 (7 U.S.C. 1707c), enacted on October 21, 
197H, authorized the CCC to "provide financing for commercial 
sales of agricultural commodities _out of private stocks on terms of 
not to exceed three years to the People's Republic of China under 
(1) the short-term export credit sales program conducted by the 
Corporation, and (2) the deferred payment sales program for ex- 
porters established under section 201 * * *" 



»" T}.\s restriction, in -ffect since t963, however, has not represehted_a .fierioun ArUnflcje to the 
Eximbank's financing of exports to Communist countries, since the Presidents tlelcrmi.-u'ljons 
of *iona! interest have heen_readily made. . 

2 - residential Determination No. 80-15. 45 F.R. 26017 (April 17, 19K0). 



Since this law permitted tlie PRC to use short-term (up to. three 
years) CCC financing under two programs, China was obviously not 
yet given access to the full range of the CCC s credit sales pro- 
grams (e:g:, to intermediate credit sales).. This limitation was elimi : 
hated with the Presidential waiver of the Jackson-Vanik require- 
ment. China, however, has as yet not availed itself of CCC-financed 
credit sales. 

111. U.S. Fcmkic;N Direct Investment 

On August 8,. 15)75), the People's Republic of China promulgated a 
Joint Venture Taw, which opened the way for the participation of 
foreign firms in the Chinese economy, particularly with technology, 
capital equipment, foreign marketing know-how, and management 
expertise. While the law provides only the general outline of the 
legal status of joint ventures and leaves much ground to be covered 
in individual joint venture agreements — a tedious and possibly 
frustrating process— it has engendered some interest, if perhaps 
little outright enthusiam, in potential foreign, including American, 
investors. 

To the extent that American investors are willing to commit 
their capital to joint ventures in China, such investments are much 
more likely to take place if they can be covered by investment 
guaranties and insurance and supported by ather services provided 
by the Overseas Private Investment Corporation (OPIC). 

OPIC .vas created bv Title IV of the Foreign Assistance Act of 
1961 (FAA 61), as added by the Foreign Assistance Act of 1969 
(FA A 69) (22 U.S.C. 2 191 -2200a), as a Federal agency charged with 
the task of encouraging and supporting U.S. private investment in 
less developed friendly countries. Its activities encompass assist- 
ance in fin d i n g invest ! n en t op po rt u nities abroa d , u nderw ri ting in - 
vestment insurance, .m i guerantie3. and extending loans and loan 
guaranties to help finance foreign investment. Before t^.e insurance 
or guaranty program he implemented in a foreign country, a 
bilateral agreement rriu^: be concluded with the country in ques- 
tion, in which the guideline and conditions of the program includ- 
ing provir'.ons for compensi i k>o cf covered investment losses) are 
spelled out. 

OPIC's operations in Communis. rM;n*: ies, however, -ue subject 
to several restrictions. The most pervasive and basic is the free- 
dom-of-emigration ban of the Trade Act of 1974, which places 
OPIC's operations in the same position as export credit operations 
(see Part II. B): unless the conditions of the Jackson-Vanik statute 
are met. i estment guaranties or 1 oans cannot be extended. 

The JacKSOn-Vanik obstacle to OPIC's providing its services to 
American m^stors in the Chinese economy was eliminated by the 
Presidential ,/^iver issued during the process of bringing into effect 
the U.S.-PRC commercial agreement and China's MFN status (see 
Part I B. 3: above). 

A further obstacle that was still to be surmounted with respect 
to allowing OPIC's operations in China is the general prohibition of 
extending assistance to any Communist country, contained in sec. 
620(f) of the Foreign Assistance Act of 1961 (FAA 61), as amended 
(22 U.S.C. 2370(f)). The prohibition affects OPIC activities in China 
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by virtue of thv fact that OPIC legislation is part of the Foreign 
Assistance Act of liMit, to which, the prohibition applies,. and that > 
specifically lists iJJPepjDlesJsic] Republic of China' as a Communist 
country: This restriction may be waived, however, if "the President 
finds and reports to Congress that (1) such assistance is vital to the 
security of the United States, (2) tl'e recipient country is. riot .con- 
trolled by the international Communist conspiracy, and (3) such as- 
sistance will further promote the independence of the recipient 
country from international communism.' 

Since this waiver provision is somewhat cumbersome — and, in 
the case of China, a waiver possibly somewhat hard to justify — it 
was by-passed and a specific statute was enacted instead. The law 
extended to the PRC the applicability of a provision, enacted in 
H)72, which has permitted the operation of OPIC programs in Ro- 
mania and Yugoslavia, if the President determines it to be impor- 
tant to the national interest (sec. 2:W(g), FAA fil, as amended; 22 
U.S.C. 2199(g)). President Carter signed the Jaw (P:b. 9(5-327;. 94 
Stat. 102*1) and the determination of national interest on August 8, 
19S0." 

Other p r a c t i ca 1 co nside rat ions of £u ne r a \ n i I u re |n cp n n ec t i o n 
with tho extension of OPIC's programs to American investments in 
China created no problems. The applicability of OPIC's activities 
solely to "less developed countries" had already been taken care of 
with res pec t t o China, s i nee in the trade agree m ent China vy a s of fi - 
eially recognized by the United States as a "developing country" 

(see Part LC. above), _ _ . 

4n addition, OPIC may operate only in "friendly"., countries. 
"Friendly" countries are nowhere in the FAA fil, but the . 

term itself is used, :in other legislation, in the context of Commu- 
nist vs. non-Communist countries. A functional decision in this 
matter must be made internally by OPIC itself on a case-by-case 
basis. It vva s obv iously mad e in favo r of Chi n a . 2; * 

The bilateral investment guaranty agreement, required by law, 
was signed with China and entered into foue on October.^ 1980, 
upon an exchange of notes in Beijing. 24 Since that time, OPIC has 
underwritten insurance on several American projects in China: 

IV. Control of Third Coun^riks Trade vVith China 

In certain instances, the United States also maintains control 
over exports of goods or technical data from third countries. Such 
control is exercised over reexports of goods or data originally ex- 
ported from the United States, over exports of articles containing 
components or technology of U.S. origin, and over internationally 
controlled products exported from a third country by a firm owned 
or controlled by a U.S. entity. These controls apply in addition to— 
and sometimes in conflict with— any export controls that may be 
Exercised by the authorities of the exporting country itself: 



a? Presidential Determination No MUZ'*, \?\ K K. 5-I2KI < SuguSU.fi; .. . 

* • In its decision U* trt-.nA C hin i is a friendly country, OPIC nny h ivc ri lu d i'so on^tht fact 
that the PRC hud bem determined to be i friendly country for -the purpose of ■< x <>0?a of the 
FAA i\U thus allowing U S. Government agencies to furnish services arid commodities to Chiria 
on reimbursement basis. ... __ ... ._ . _ ... — . 

24 Agreement relating to investment guaranties, with related mites and -statement. Exchange 
of notes at Beijing October :«), 1<)K(); entered Into force October W, IW TIAS 9924; 
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A. Reexports 

_ Under the authority of the Export Adriiihsi ration Act, Export 
Administration Regulations (15 C.F.R. 374) place virtually identical 
restrictions and licensing. requirements on the reexportation from a 
foreign country of article's originally exported from the United 
States as they do on direct exports From the United States. Conse- 
quently, reexports of U.S.-origin commodities from third countries 
to China must take place essentially under the same type of li- 
cense, issued by the Office of Export Administration, as would be 
required for direct exports of the same commodity from the United 
States (see Part II. A. 1>. 

. B. Exports Containing U.S. -Origin Parts or Materials 

The incorporation of U.S. -origin components, parts, or other ma- 
terials into products made abroad and intended for exportation to 
third countries is subject in certain instances to prior approval of 
the Office of Export Administration (lfi C.F.R. 37(U2). Such incor- 
poration into a foreign-made end-product to be exported to the Peo- 
ple's Republic of China may not take place without prior U.S. ap- 
proval when the final product or in most instances in which the 
part or component itself could not be exported to China from the 
United States under general license G-DEST (that is, would nor- 
mally require a validated export license). 

C. Reexports of US. Technical Data 

Under the provisions of 15 C.F.R. 37<):H, U.S. controls on reex- 
ports of U.S.-origin technical data by third countries apply to two 
basic forms of data exportation: reexport of technical data as such, 
and export of products manufactured abroad by use of U.S. techni- 
cal data. 

Controls over the second type of data are in effect only with re- 
spect to reexports to China (and other Communist countries except 
Yugoslavia). Such controls apply principally to an array of highly 
sophisticated products with strategic implications that are specifi- 
cally listed in relevant export administration regulations. They 
also apply to articles produced by any plant or major component 
thereof that is a direct product of U:S: technical data and included 
in the list. 

D. Exports by Foreign Subsidiaries of U.S. Firms 

- The United States also exercises controls over certain exports by 
foreign ejitities owned or controlled by U.S.-resident individuals or 
firms. This control mechanism functions in practice as an exten- 
sion of the international COCOM export controls (see Part II. A. 1). 
American-owned or -controlled foreign firms are prohibited from 
exporting directly or indirectly to any Communist country, except 
Yugoslavia, without a U.S. license any article subject to COCOM 
controls (high-technology items, munitions, nuclear materials). Ex- 
ports made from and licensed by a member country of the COCOM 
to a Communist country other than Cambodia, North Korea, or 
Vietnam (hence, to China) are exempt from this restriction. In con- 
trast to most export controls, these controls are administered by 
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the Office of foreign Assets Control of the U.S^ Department of the 
treasury under the provisions of .31 G.F.R. 505 (Transaction Con- 
trol Regulations), promulgated under the erstwhile authority of sec. 
5(b) of the Trading With the Enemy Act (50 U.S.C. App. 5(b)). 25 . .. 

In practice, then, these restrictions apply to exports to China of 
COCO M -con trolled articles by subsidiaries of U.S. firms from coun- 
tries that are not members of COCOM. 

V. Shipping Controls 

Unilateral as well as COCOM international- controls-on -expor-ts-- 
to most Communist countries are backed up by U.S. controls on 
U.S.-flag shipping, implemented through Transportation Order T-l 
(44 C.F.R. 401), issued uruer the authority of sees. 101 and 704 of 
the Defense Production Act of 1950, as amended (50 U.S.C. App. 
2071 and 2154). The order has been in force since December 8, 1950, 
and appears to badly need updating.- 6 

It prohibits, under criminal penalties, any U.S.-flag ship or air- 
craft from carrying strategic or high-technology articles (all articles 
internationally or unilaterally — by the United States-^controlled 
to all destinations, plus some others) directly or ultimately destined 
to any country falling into export control country groups X, Y, and 
Z,~ 7 unless the article has been issued a U.S. validated export li- 
cense (in the case of a U.S.-origin article) or the shipment has been 
authorized by the International Trade Administration. 

In practice, authorisations are not likely to be requested or 
needed. The exportation of the restricted articles from the United 
States, or if they contain U.S.-origin components or technology, 
from third countries, needs rind is presumed to have a U.S. validat- 
ed export license, hence* does riot require a specific shipment au- 
thorization. Shipments of articles wholly of third-country origin— 
which would require a shipment authorization^-however, a re. not 
likely to be carried in U.S.-flag ships or aircraft and hence are not 
likely to be subject to the provisions of the order. 

Negligible as its impact on overall East-West trade has been, 
Tram oortation Order T-l ceased applying to U.S. shipping in- the . 
export trade of third countries with the People's Republic of China 
when the latter was transferred from country group Y to group P. 
While this may theoretical iy be an anomaly, since other U.S. con- 
trols on exports to Ctiina are essentially the same as those on ex- 
ports of group Y countries, it has no. practical consequence for 
China. . 



a » Although the national emergency authority of the Trading With the Enemy Act under 
which the Transaction Control Ueguiatiojis were originally promulgated, has been repealed by 
sec 101(a) of P I. 9;V223 of December S£8. 1977, the exercise of authorities contained in those 
regulations h is been continued until September 14 1981 under sec 101(b) of the same Act <.>0 
U.&Gv App. note) and Presidential MenaorandUm_otScptemher 8, 1982 (47 F.R J9797),_ 

2B Trieorder_andits interpretations contain references to no longer existing statutes and regu- 
latory provisions, and internal inconsistencies. Lack of updating in the past-has-rprobaBJvjunin- 
tentiunaliy - reduced it* geographic applicability (see comments on group Y in footnote Z7J._In 
fact the order is under review, has b*en characterized as non-significant regulation, and possi- 
bly will be eliminated (45 V.R.I Will . ... - ■ . 

a7 Country group X. once consisting of Hong Kong and Macao, was eliminated, in August 1214, 
group Y, originally containing all Communist countries not subject to export embargo, has been 
gradually reduced.by transfers of individual countries to separate-country groups Xe.g.. Poland 
and Hungary to group W, Romania to Q. andr,Mna to P); group Z. the exMrt_erobarcp^group. 
once containing also the PRC, now consists of Cuba, Kampuchea. North Korea, and Vietnam. 
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VI: NouMAi.r/AiioN of Rklations 

As has been suggested in. the Introduction, normalization of com- 
mercial relations with the People's Republic of China means in the 
context of this paper merely the elimination of those discriminato- 
ry statiitory or regulatory provisions that place special obstacles, 
restrictions, or requirements on trade with the PRC; it means, 
briefly, the action needed to place China oil even footing with non- 
Communist countries as far as commercial relations are concerned. 
It is, furthermore, hot the purpose of this brief consideration of 
normalizing action to assess the probability of or to present argu- 
ments either for or against such normalization, nor, indeed, to ana- 
lyze the validity of and the reasons for the original placing of any 
special restriction or obstacle on these commercial relations: 

Implicit in the foregoing description of the various obstacles to 
normal relations with' China is the suggestion that these obstacles 
are the result of several types of implementing mandate. Some of 
them are required by law, others are set up by Executive regula- 
tion based on a special statutory authority (which in most practical 
instances amounts to an implicit legislative mandate), others again 
have been implemented through regulation based on a statutory 
authority of more general purpose or scope and clearly discretion- 
ary. Consequently, normalizing action need not in every instance 
be of the same type. 

Obviously, all restrictions, regardless of whether explicitly or im- 
plicitly mandated or merely authorized by law, can be removed by 
legislative action. In view of the fact, however, that virtually all re- 
strictions on commercial relations with China have applied to Com- 
munist countries in general rather than specifically to China, such 
legislative action cannot be in the form of a simple repeal as this 
would remove the restriction altogether i-,nd not only with respect 
to the PRC— tiie kind of selective normalization assumed by this 
paper; . 

A more realistic approach would consist of jegislation specifically 
authorizing or mandating that China be exempted from the pur- 
view of the respective restriction. Most actions to normalize com- 
mercial relations with China— those that have'already been taken 
and those that may still have to be implemented— fall~within"this 
category. The granting of the most-favored-nation status to China, 
for instance, in addition to being contingent on specific conditions, 
required legislative approval by means of a concurrent resolution. 
The Presidential waiver authority, which is one of the conditions 
for the removal of the Jackson-Vanik ban' on China's MFN status 
and its use of U.S. Government credits and investment guaranties, 
itself depends on at J east implicit annual Congressional approval 
(see footnote 4). China's use of certain CCC credit facilities was au- 
thorized by a specific statute (see Part II.B.2.) as was its participa- 
tion in OPIC programs (see Part III). . 

With respect k> restrictions still in force r several would require 
legislative action if across-the-board normalization is to take place: 
the ban on imports of furskins - H (Part LA ), the market disruption 

U-tfisIation containing a repeal of-tHe-bari on import* of fur\skins from China <H,R. WuJ 
was approved by the House in Inte September and is still pending in the !>7th Centres*. 
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provisions of see. WW of t he Trade Act of 1 97 1 ( Part I.D.I .), the 
mandatory inclusion of- safeguards clauses in bilateral trade agree- 
ments (Part . I.D.2J, and the! alternative method of determining for- 
eign market, value of imports from State-controlled-economy coun- 
tries in antidumping investigations (Part I.D.4.). 

Mandatory— although waivable under certain conditions— and 
hence removable only by legislation are the bans on the participa- 
tion of Communist countries in Eximbank programs (Part II.B.2.) 
and in OPIC programs (Part IL); and— under the dackson-Vanik 
amendment —the freedom-df-emigration requirement in granting 
the most-favored-natiqh status to nonmarket economy countries 
(Part LB..). Waiver was used for the benefit of China in the exten- 
sion of the MFN status and of Eximbank's credit facilities, while 
the ban on participation in OPIC programs was removed by specific 
legislation: _ 

In some instances, a certain degree of normalization can be 
achieved within the existing law by the PRC's me\." • 5 the statu- 
tory requirements or conditions Underlying the normaiii-mg action. 
Nevertheless, as long as these statutory conditions remain in effect 
and are applicable to China (and other Communist countries) but 
not to U.S. trading partners in general, one cannot consider that 
full normalization has taken place: first, because there would still 
exist a provision in theory discriminating against China, arid 
second, because by failing to continue to meet the statutory condi- 
tions, China would be in practice subject to the reimposition of the 
restriction. In this category are the primary requirements and con- 
ditions of the Jackson-Vanik ban, arid additional conditions for the 
designation of China as a beneficiary developing country under the 
generalized system of preferences (Part I.CJ. The- former were by- 
passed through the use of the waiver procedure; the latter are still 
in force and, in present circumstances, would have to be removed 
with respect to China by specific law. 

Any restriction not mandated by law but implemented pursuant 
to a statutory authorization can, technically, be eliminated merely 
by Executive action, the Executive would, of course, have to 
remain guided by the legislative intent of the underlying statutory 
authority. When the legislative intent or policy would seem to go 
against it, some legislative modification of the intent or policy may 
also be called for before the Executive action is taken,. _ _ 

The_ system of export controls, for instance^ is based on legisla- 
tion that authorizes rather than mandates Executive action in this 
area; such controls could, technically, be mitigated or perhaps even 
removed by Executive, action alone. Significant changes in the 
system as a whole have, in fact, been taking placi all along within 
the existing statutory guidelines. Even more noteworthy in -the con- 
text of normalization of the United States' trade with the PRC are 
the regulatory changes (e.g., transfer of China to export control 
country group P) and changes in licensing guidelines for exports of 
high-technology articles (Part II;A:1;) and military support equip- 
ment (Part it.A.3.j which apply exclusively to China. 

Freedom of action by the Executive in this area is, nevertheless, 
significantly circumscribed in practice by the clearly stated Con- 
gressional intent and— especially in the context of the Export Ad- 
ministration Act— by Congressional findings, declarations of policy 
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and. implicitly, administrative directives which the Congress has 
inserted into the legislation. Thus, while marked changes in the ad- 
ministration and especially mechanics of tiit* export control system 
are possible and, indeed, have been made by .Executive action 
alone, a total removal of controls applying specifically to exports to 
the People's Republic, of China would appear,. at this time at ieast, 
to go counter to existing policy guidelines and would for all practi- 
cal purposes require Congressional sanction as well. A change in 
Congressional mood, expressed in new legislation, would almost in- 
evitablly be called for if controls on direct U.S. exports to China 
were to be totally "normalized. " 

Exports from third countries of articles of U.S. origin, or of arti- 
cles containing U.S.-origin components or technical data, would 
probably fall within the same category. Third-country exports over 
which the United States— often faced with the respective foreign 
Governments' serious annoyance at what they consider U.S. inter- 
ference in an area of their sovereign competence— claims control 
only because they are produced by an American-owned foreign sub- 
sidiary or shipped on a U.S.-flag carrier, on the other hand, can 
probably be released from U.S. control by Executive action without 
serious disregard of Congressional intent, since the occasions for 
exe.rcfsing this control authority are generally quite infrequent 
and, in the case of shipping controls, virtually nonexistent. 

It is obvious that, regardless of how readily any normalizing 
action can be taken by the United States in theory, such action has 
in past practice depended and will continue to depend essentially 
on changes in the internal and, above all, external political situa- 
tion of the PRC as they affect, or are perceived to affect, the na- 
tional security and foreign policy interests of the United States, 
namely, those interests that originally induced the United States to 
put these restrictions into effect. This element, however, depends 
certainly no less on the flexibility of the Peoples Republic of China 
than on the goodwill of the United States. 
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I. iNTKUDUCTION 

The process of normalization of economic and -commercial rela- 
tions between the United States and the Peoples Republic of China 
(PRC) began in earnest in early- 1979 and has made significant 
progress in the last three years. During this period several bilater- 
al agreements to remove legal obstacles to the development of the 
bilateral relationship have been conch Moreover, unilateral 

U.S. restrictions on economic relations with the PRC have been 
progressively relaxed. U.S.-PRC commercial ties have benefitted 
from the closer relationship between the two nations and the re- 
duction or elimination of tariff arid non-tariff barriers to trade; 1 

Using trade turnover' as an indicator, the success of the U.S.-PRC 
ormalization process is quite impressive: Trade turnover stood at 
$1.1 billion in l!)7S, it doubled to $2.;* billion in 1979 and doubled 
again to $4.S billion in 1980. U.S. exports to the PRC have far out- 
paced imports, with the Chinese trade deficit growing from $424 
million in 1978. to $1:1 billion in 1979 and $2.7 billion in 1980. 
These large Chinese trade deficits tend tn obscure the impressive 
growth of U.S. imports from the PRC, which expanded from $324 
million in 197S, to $592 million in 1979, and to slightly over $1 bil- 
lion in 1980: . 

An evaluation of the impact on the United States^ of normaliza- 
tion of economic and commercial relations with the PRC is diffi- 
cult, but it is certain to include both positive and negative factors. 
On the one hand, normalization creates a favorable climate for 
U.S. exports to the PRC to expand, and they have done so. In- 
creases in exports have positive implications for the U.S. trade bal- 
ance arid employment in export-related industries. On the other 
hand, the favorable cJimate created by normalization also tends to 
encourage imports from the PRC. To the extent that they ; /displace 
domestic production, increased import flows have a negative effect 
on U.S. production and employment, particularly if they are con- 
centrated in certain sensitive domestic sectors: The net effect of 
normalization depends oi the magnitude of the two trade flows and 
on their sectorial distribution. 

This studv analyzes the impact on U.S. imports arid employment 
of normalization of relations between the United States and the 
PRC. In particular, the study estimates the impact on U:S:_ imports 
and employment of reducing tariffs on imports from the PRC as a 
result, of/granting most-favored-nation (MFN) tariff treatment to 
PRC goods and the possibility of further reducing some tariffs to 
zero under the U.S. Generalized System of Preferences (GSP). This 
was done, subject to several restrictive assumptions, by estimating 
the amount by which U.S. imports from the PRC would have ex- 
ceeded their actual 1979 values had the PRC enjoyed MFN and 

1 Fat & dLscussioi of othpr countries experiences with normalization of relations with the 
PRC, including effects on trade. -see Committee on Foreign Affairs. Subcommittee on Asian and 
Pacific Affairs, Recognizing the People's Republic o££hina: The Experience of Japan, Australia, 
France, and Wi'st (it»rniiihv (Washington: U.S. Government Printing Office. WV.h. 
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USP : eiigibie Ht;tl lis HiiririM that year; Both aggregate and sectorial' 
trade changes were estimated, and emphasis was placed on identi- 
fying specific : sectors which may be particularly sensitive to in- 
creased imports tiles* 4 trade changes were converted to changes in 
domestic outpir . i n (1 employment. 

Our analysis -uggests^hat the aggregate effects of granting MFN 
or GSP status to the PRC are relative! v My jl. If the PRC had re-, 
ceived MP'N status in 1 H7*K U.S. impart, rom the PRC would have 
increased by $I|M milli«ui, roughly a 25-percent increase, with a re- 
sulting loss of S ? i>iii) job oppor* inities. These estimates do not take 
into account the impact of U.S. restraints on Chinese apparel im- 
ports. The restraints would limit the increase in imports from the 
PRC to about $70 million and the impact on employment opportu- 
nities to ^,700. The aggregate effects of granting GSP status are 
also small: U.S. imparts would increase by about $14 million. 

The agg regate t rad e and e mp 1 oy me in it effects of U .S.-PRC nor mal- 
i/.ation are relatively small because the volume of trade, although 
it is growing rapidly, is still quite small. However, the analysis also 
indicates that the increases in U:S. imports from the PRC are con- 
centrated in a number of import-sensitive industries in which do- 
mestic production is highly labor-intensive and low-skilled, in- 
creases in imports may impose substantial adjustment costs on 
these industries. 

Moreover, it is important to recognize that the reduction in tar- 
iffs is only one of the factors responsible for increased imports from 
the PRC. As a result of PRC- isolationist poiicies and U,S. con- 
straints on dealing with the PRC, Chinese officials and U.S. busi- 
nessmen were unable to meet and explore opportunities for trade 
between the two nations. As relations have normalized, and regula- 
tions on travel and the flow of information between the two coun- 
tries hissed, trade has been stimulated. These additional trade 
flovv • which are independent of tariff reductions, are the result of 
what may be referred to as the "getting to know each other" effect. 
Although quantitatively this component of growth in imports may 
be more significant than that generated by the tariff reductions, it 
is not considered here since it is exogenously determined and sub- 
ject to fluctuations. 

The paper proceeds along the following lines. Section II reviews 
steps already taken in the process of normalization of U.S.-PJRC re- 
lations and discusses one which has not yet occurred, eligibility of 
the PRC for the U.S. GSP program. Section III discusses method- 
ological problems inherent in efforts to estimate the trade and em- 
ployment impact on the U.S. economy of normalization, reviews 
the literature on this topic, and sets forth the methodology to be 
used in _our_estimates. Section IV reports the results of our. esti- 
mates at aggregate and sectorial levels. Special emphasis is placed 
on a series of industries in the U.S. economy which have been ad- 
versely affected by imports in the past and which may be sensitive 
to additional imports from the PRC. Finally, Section V presents 
some tentative conclusions: 
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II. Hkvikw ok 'I'll k Stkph in 'hik Normalization ok U.S.-PRC Trade 

After a hiatus of more than 20 years, U.S.-PRC trade .relations 
were reestablished in 1972 within the framework of -the -Shanghai 
Communique. Although undoubtedly the February 1972 Communis 
ijtie marks the first step in the normalization- of _U:S;-PRC trade re- 
lations, several unilateral U.S actions in 1971-72 cleared the way 
for 'the resumption of trade. 2 _ . 

In. April 1971, the President announced his intention to relax the 
total embargo on U.S. exports to the PRC in effect since December 
19f)(). In May 1971, the Treasury Department removed controls on 
the use of dollars in -transactions with the PRC and modified the 
regulations banning U.S. carriers participation in PRC trade: In 
June, regulations were issued permitting the exportation to the 
PRC of selected nonstrategic commodities under general licenses 
(i.e.. without Commerce Department review and approval) and of 
others subject to validated licenses. Also in June 1971, the Decem- 
ber 1950 Foreign Assets Control Regulations banning the importa- 
tion of goods from the PRC-were modified to permit the entry of 
such items subject to non-MF'" rates. In early 1972, export controls 
[ {) the PRC were further rehi:;,:d and accorded the same treatment 
applicable to the USSR and Eastern Europe. 

Between 1972 and 197-1,. trade expanded sharply as the PRC 
made large purchases of U.S. agricultural products- and began to 
shir, cotton textiles and basic commodities to the United States. 
The increase in trade was facilitated by the establishment in June 
197 ; <? of "Liaison Offices' 1 with responsibilites f< ide promotion 
ano facilitation in each other's capitals. Despite .rry of visit.s^to 
the PRC by U.S. businessmen and to the United States by PRC offi- 
cials, trade during 1974-78 declined as PRC purchases of U.S. agri- 
cultural commodities fell precipitously. 

A. U.S. -PRC Trade Agreement? 

The President's decision in December 1978 to seek full normaliza- 
tion of diplomatic and economic relations with the PRC opened the 
wav for the resolution of the outstanding problems implying on 
the full development of U.S.-PRCtrade: (1) the claims/assets issue; 
(2) the discriminatory (i.e., non-MFN) tariff treatment; and (3) the 
inability of the Ex im bank to finance U.S. exports to the PRC. : 

Claims ,<.sW.s\ — In May 1979, the United States and the PRC for- 
mally signed an agreement settling $197 million in outstanding 
claims by United States citizens against the PRC in return for 
S80.5 million in PRC assets previously frozen in the United States. 
Resolution of this issue was critical to the expansion of trade si ace 
there was some concern that PRC ships or aircraft landing in the 
United States could have been attached by claimants. 

MFN Tariff Treatment— In July 1979, a U.S.-PRC framework 
trade agreement providing, among others, for the mutual extension 
of nondiscriminatory (i.e., MFN) tariff treatment was signed:. The 
US Congress ratified it in early 1980. Effective February 1, 1980, 
U.S. imports of PRC goods began to be dutied at MFN tarnf rates, 
which are typically lower than non-MFN rates. 



2 William W. Clarke and Martha Avery (197") and 1078). 
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Ex I rn ha nh V \ n '< in \ ; i rt^. V\ i I lowi i \ g a 1 ' res i d en t a 1 d ete rm i natiq n 
that extension, of Eximbank flpancinR to. the PRU is in the national 
interest. Ex im bank announced in. tlune !|W(J_tHat_ its facilities were 
available to finance exports to the PRC; Although U:S:hasinesrnen 
felt tha t t his act ii in would lower f nanci ng costs to t he PRC and en : 
ha ace the competitiveness of U.S. exports, the PRC has made very 
limited use of Rximbunk, claiming; that its rates are not competi- 
tive with those offered by other countries; 

Ot h vr tig win en is. — Five i igreo m eh is s ign ed in the secq nd half of 
1!)K() further normalized U.S. -PRC trade relations: (I) a textiles bi- 
1 a t e ra J agree men t regu lating P R C shi pme nts of t ex tiles a n d appar- 
el to the United States; (2j a civil aircraft agreement authorizing 
direct air service between the two countries; (8) a maritime trans : 
port agreement providing access to each other's ports and institut- 
ing a cargo sharing arrangement, ( I; a gmis s agreement providing 
for guaranteed levels of purchases of U.S. grain by the PRC; and (a) 
a pact between the two countries agreeing to the activation of in- 
vestment incentive programs of the Overseas Private Investment 
( 'orporat ion (OPIC) in thx- PRC. U.S. export control policies vis-a-vis 
the* PRC have been progressively relaxed to the point where ex- 
ports to *he PRC. a re treated more liberally than they have been to 
the US. 4 * Yi and other controlled countries. 

In SO, great strides. were made toward the normalization of 

trade relations between the United States and the PRC. In re- 
sponse: two-way trade increased sharply, rising by nearly 100 per- 
cent in \\)~\) and 1 1 1 percent in 1!)X0. As trade has increased, how- 
ever, so has the PRC's deficit, raising theissue of whether the PRC 
c ' a n cont inue to i mpo rt from t he Uni ted States at t h ese h igh levels. 

Some analysts see extension of duty-free benefits to PRC goods 
und e r t he C re n era 1 i zed Sy s t e m of F re 1 tJ r en c es [GSP ) as a 1 ogi c a 1 
progression in the normalization process and one which may assist 
the I ' R C in red ress in g it s t ra d e im bal a nee with the U nited St a t es . 
The next section reviews the main elements of the U.S. GSP 
sy~ in ,rid considers the legal requirenv s for extending such 
b- -'fits the PRC. In Section IV, an esti" * o f the trade-expar - 
sr in of extending GSP to the PRC ; de. 

B: Possible Gran ting r i-. 4 " 

(i) The U.S. Generalized System" of Preferences. :i 

Title V of t Trade Act of 1974 authorized theF ;^dent to 
g Vj* n t d ii iy-f ree ea t m eat to eljgi b 1 e prod u ct i i n port s fro^;. ben efi c i- 
ary developing v >antries for. a period of ten years beginning on 
. J a n iii \ ry 1 , IS )J f > .In t a k i n g this act i oh, t h e Uni ted States rea ct ed to 
the long-standing claim by developing countries that their inability 
to compete on an equal basis with developed countries in the inter- 
national trading system was a major impediment to their develop- 
ment and followed the lead of most of the developed countries who 
had already instituted generalized preferences schemes benefitting 
the developing countries. 



"b r i comp>ehenst\t review of the US USP pro^r.im see US Huum of Rt prtsentsUives, 

Com ? »'<: on W ; i\s mrj Means,. Rtpor.t to .t-ht' Conjtrrtss on the First Fiv^ Years Operation of 

the I (ieneraii/f(i System of Preferences <GSP> (Washintfon: U.S. Government Printing 
Office. 
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Kii^YhTr DVi'rlnpinn ( Wri'ri tin's. According 'o Section 002.' b) of the 
Trade Act of tilTl. beneficiary status tinder the (JSP urogram could 
be gran" d to developing counir es noii indepcndei countries or 
territories unless they: (1' are Communist countries except those 
meeting additional criteria; i2i are members of the Organization of 
i'etruieuni Exporting Countries; i.Mi ;rant pnTerenHuL tariff treat : 
nu nt to inpor^; from other developed count rv s vvivch have a sig- 
nificant adverse. effect on U.S. trade; Ml Havi; nationalized, expro- 
priated or seized property owned by U.S: citizens or corporations 
without compensation; iai do not cooperate with the United States 
to prevent the unlawful entry Into the United States of narcotic 
drugs or <(>) fail to act in good faith in reccgni/ing as binding arbi- 
tral awards in favor of U:S. citizens. Following these criteria, the 
President designated ( JS countries and M territories as eligible for 
(JSP effective January 1, l!>7<;.- } As a result of international agree- 
ments, amendments to the original legislation* and political devel- 
opments abroad; GSP eligibility has been withdrawn for four coun- 
tries or territories and granted to six others. 0 

kir/jiMr iWuhrcts.—An designating products eligible und^-r the 
(JSP scheme, Section oiWicJ of the the Trade Act of 1074 specifically 
excluded the following; (1) textile and apparel art:'cles subject to 
textile agreements; (2) watches; (3) import-sensitive electionic arti- 
cles; M» virtually all footwear imports, except zoris; (a) import-sensi- 
tive semimanufactured and manufactured glass products; (ft) any 
other articles which the President determines to be import-sensi- 
tive in the context of the GSP, and (7) any article subject to action 
under Section 203 of the Trade Act of 19^1 or section 351 of the 
Trade Expansion Act of 1902 (import reliei resulting from escape 
clause) or section 2;V2 of the Trade Expansion Act of 1962 (national 
security). - _ - - _ ■ . , 

Taking Into account these restrictions, the President designated, 
a total of 2729 items -in the Tariff Schedules of the United States 
:TSUS) eligible ; or GSP treatment beginning January 1, 197fi. 7 An 
administrative procedure for periodically modifying the product 
cove -age of the GSP based bri petitions filed by interested parties 
was instituted on December 31, 1975. Six product reviews leading 
to the addition of 132 and the deletion of 20 TSUS items from the 
original list of eligible products have been be d since the GSP pro- 
gram becarin- effective. 8 At present, over 2S00 of about 7200 TSUS 
items are eligible for the U.S. GSP program. 

Limitation* — Ln order to ensure a wide distribution of GSP bene- 
fits among beneficiary countries, Section 504 of the Trade Act of 



* I In list of » liphh jntries is ww\ m Fxecutivc Order i-ISKS of November i-1 1 >T >. .Set'. 
\VVvkiy (Viiti pi lafi'iti "I "'esitientiiil I>>cumehts. vol 11. no. 1* < December 1. h»7f>>, pp. KUL- 

1 <jk Jn October ili'iii. tide V of the trade Act of l!»?4-was amended to prohibit GSP oli£ibiliLy_to 
countries wkch aid or ibet intern itioml terrorism Also Section. l.Ui <iM2> of tht Tr idt Ar*ci 
meats Act of ira amended the Trade Act of P.I7-I to allow the; President to desi^rvite Orfct 
m em.be • as _b< • ri i efic i a ry . cou n < r ies p rovided such co u n t r ies en t e red i n to a b i In t e ra 1 prod u cl-spec i r- 

jc. trade a^re* nunt with th^ Vn it id State« . . -- - .......... 

Klik'ibiliiv was withdrawn for Ijios. Port utfueseTunor. Ethiopia and Afghanistan and added 
for PariuM Uganda Zimbabwe , Indonesia VVnezuel i. ind ^uadtir 

7 Tho •' eligible items was published in the Federal Register (November 2b. l<)<a), pp. 
a5290-rj.%f)« — — , >, , 

* For a comprehensive list of the modification see Report to the ion gross on the First+ive 
Years.' Operations of the U.S. Generalized System of Preferences (GSP). op.cit.. Appendix III-B. 
pp. 104-109. 
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J.'*!.*. ^ t lL^U.il!!.' i (..l'r'l'.:/fi! .!.*.? ..wjMj^»!«|w. PJ'^JAM^ntial treatment, for 
particular products from beneficiary countries as these countries 
became competitive^ the criteria set forth, a benefici- 

ary country's exports to the United States in a given category 
would erase to be subject to preferential treat men! iF. in a calendar 
war" »1» tliey exceeded in value an absniute doMar -limit; ,J or (2) 
t jiev accounted for fj() percent or more of the value* of U.S. imports 
in that category: (This limitation does riot apply to eligible articles 
not produced in the United States ai the time of the enactment of 
the statute, January i 1)7:1;) A country which ceases to be treated 
a.s a beneficiary country for a given product as a result of the com- 
petitive need limits may be redesignated if its imports fali below 
the limits in a sub>t : ijuent year. 

(': Kin tutors- liet/uirements for /designating the PRC us Eligible 'for 

(JSP 

At the time the U.S. GSP program was promulgated, the Peo- 
ple's Republic of China did not meet the statutory requirements for 
eligibility on seven.: account.-;. The process of normalization of dip- 
lomatic and economic relations betsveen the United States and the 
PRC. as well ns other actions taken by the PRC in 1979-80, have 
removed ^onie of the .legal impediments to GSP eligibility for the 
PRC. hut others remain. 

(ten era t Hi /inrcments. — According to Section f>02(c) of the Trade 
Act o* 11)74, the President mav designate a country as a beneficiary 
under the (ISP program, subject to other specific provisions of the 
Act. taking . into account the following. ( 1.) an expression by the 
courury of its desire to be so designated; i2) the level of economic 
dev elopment of the count r\ . including its per capita GNP, the 
living standards of its inhabitants, and any other economic factors 
deemed appropriate; i'A) uhether or not the other major developed 
countries arc 1 cvt-mding generalized preferential treatment to the 
corn try; and i4.> the extent :o which the country has assumed the 
United States it will provide equi table and reasonable access to its 
markets and has; c com mod iti.es. Although the PRC has not publicly 
requested eligibility in the U.S. GSP program, there is little doubt 
t ;it it meets the substantive requirements which are discussed 
below. .... . _ _ 

Level of Derelnpnierit.—CiSV beneficiary status is reser ved lor de- 
v-U ping countries. While statistical data r.. the PPC are very 
weak and prevent determination of its level of development based 
on. per capita GNP -«r some, other quantitative indicator: 10 reason- 
able observers agree that the PRC is a developing country. More- 

'■' The statuJr s»»t die limit -at j < .. > 1 iun for 1117 1. Af:er that, tin* ! mi it- was to increase each 
vi ir b\ indium,' tin i;nujn il limit h.v the ratio of turn ni- UN V To i 1 *T I CiW Fhus the dollar 
v ill}*- i-M^ipr nn ■ w i d linit -v i* *j.t.h nullum for P>7 *i million f<tr I >70 £U i nullum for 

I »7~ .« 7 oiilli.n for. ;md .? II _ '» nullum for ! : >" : J See ibid, p > \ Section III 1 of tht Tr ldt 
Aun^-uirni.- Act of Si'TIi amended t hi • statute to waive t he* ~U J percent comj>etitive need rule* for 
aiJjt»i£'.'ru'f to which {' S imports were valued at. less tliiiri l. itii 1 lion iti VJ~ f X This absolute do 
manrni- l.evj-l will ulso be adjusted minualK X^'O/'ct the .yro^yth in.CiNj'. 

— -" For instance, i-he World Hank in its fceni WWld i)' j .'eiopr..''nt Report. l'.^O (Washington: 
The World fiahk. August II>S(u; p. \\ \\ estimates PRC CtW'P per capita for V.uX at %2M. This 
(;Nf ; p« r cjipita It \v\ would pi in thr ..PRC nc ir the middle of t.i.e lr»w income coun trios The 
same source 'p las' cautions that the estimate is tentative ">"id mav not lx* comparable to other 
diita 
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over, i lie Jtilv ISi'J tnidi- .igioomeht hHweeii tlie United States and 
the i ; H(.' explicitly riuii-K.iArtiric' ll.lM that "at its. current stage cif 
economic development, C luna is a developing country 11 _ 

treatment in (rSP programs of other deeeloped eoun tries. — At 
present, market economies have 11 programs (»xtending preferences 
to exports, from. iuuieficLarv developing, countries. Ia As of early 
M.iSl. tHe Peoples K' public ol hiiiji had been granted beneficiary 
status -under > out f 11 CIS]' schemes (if developed countries. 1 M 
Thus. Finland. Sweden and the United States a?** the only devel- 
oped countries not extending ( ISP .benefits. to the \ '>IV. . 

Access to basic cortwuxhtics.-- Article II of the -July VMt) U.S.- 
' trade agreement stipulates that trade between the two coun- 
tries v\ill be effect rd oh a nondiscriminatory basis. This nondiscri- 
minatory treatment also applies to quantitative import or export 
restrictions which may be imposed by the United States or the 
PRC The PRC neither is nor has been a member of* the Organiza- 
tion of Petroleum I"xport:ag Countries or of any other internation- 
al cartel restricting international trade in basic commodities, 

Requirements for Communist ( r ountries.~- In addition to the gen- 
eral considerations above, a Communist country must, meet addi- 
tional criteria set forth in Section WZibH 1 ) of the Trade Act of 1974 
to become eligible for the U.S. GSP program. These requirements 
are: <a> its exports to United States are subject to most-favoreu- 
nation tariff' treatment; ihi.it is a contracting party to the General 
Agreement on Tariffs and Trade -(GATT) and a member of the in- 
ternational Monetary Fund. (IMF); and fc) it is not dominated or 
controlled by international Communism; The extent to which the 
PRC meets these requirements is discussed below. 

Mo i favored- nation status; The July P)7 ( ) U S -PRC trade frame- 
work agreement provides for mutual nondiscriminatory or most-la- 
vored-natioh f MFN> tahUJ^ treatment .of goods traded between the 
two countries. The agreement, which conforms with the require- 
ment- of Section 40") of- the [Trade Act of U)7 \, became effective on 
Februarv 1, 1!)S0 for a three-year period. , 

Membership in GATT and JMF: On April 17, 1980, the PRC 
became a full member of the IMF. \The JVlF^Executive Board decid- 
ed that the PRC represer . . "China" and recognized it as the offi- 
cial representative in the IMF. 14 "fchina," a member of the IMF 
since \\ltiv, had been represented by the Republic of China (Taiwan) 
sihee l!Ut). As of mic" tfteJ'RC^as not contracting party to 

the GATT nor had it begun the" process of GATT accession. 1 n 



11 i hi trxt <;i th: i^nernc nt is reprodn^.! in Wnllv ( umpiiat ion of Presidential Document.^ 

v.»i i:,. tin j;t (Och.lx-r :i!>. hitiM. pjj i.-'jiiiil -2iin:.. - ....... 

Tli.- pi.., -rams Viirv siibstant i.illv across ^arimc.L'.oimint* wi;h refer .jce to conitntKiity cov- 
t .TH& fj.;t : v rliBibiljtv in«l limit itioiis For carnpn hr nsiv« di m i , 'A urns and comparisons , of 
the (rSP schoiiH-s s,-e the- serifs of annual reviews submitted to the ;>.cmI ('ojnmitfce on Prefer- 
rnvfsof the I mttd N.itims (Vmfen nte ni i r tuY and 1)<\< U prnent United N iHons ( ank rena 
on Tr»d. arid Oovelopm.mt. Operations, and . KO'ects. Pf. _the l>nenihwd System of 1 references 
i.Ww York United Nations. I'»7 1 and more recent issues. - - ; -- - " - . 

AiMr iln .(nan OiLiUt IliT-J New Zealand .October H»7Si; Norway t March.. U\ /!>),. Switzer- 
land i.'Jiilv i'.Ciii, Caiiailji ilVeWtiber Au-tria .{.January llMl). .KKC . January HjSOi and 
J 10 n April ] _r ive .non marks t cionomii: iHul^arn ( /cchoslov :tk\ i Hun^irv I oliiiui ind 
thr Soviet Umont havf r,SP-tvp«- programs, Th;- PKC is not a rK-ncnciiiry und^-r any of these. 
pr : >«r im^ S< « (>p< r itians and FTf^as of the l&n iU/xh\ System of Vrvivn nets op. tit. 

IMF IVc'Ss Release No. SO /:<2 (Aprjl 17. WHO, 4 „ v „ ... . , " " 

_ l i For a discission of tht options available to tht PRC for (iAIT accession and of the implica- 
tions for he contracting parties of each approach see the laser article in this volume. 
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Don, mat inn m contrai by juti-rimi ionai comnuinismr To date: the 
(ii'ti'niuhat iori hy the IVesiderit whether or not the PRC is "domi- 
nated or controlled by intermit iorinl ( 'ommunisiii" has riot been 
made 1 ...... . 

Thus", at the time of this writing, there arc several requi reorients 
which s.innd in t he way .of PRC eligibility under the U.S. ClSP pro- 
gram KirM is i general it (jun ( ment , thr PRC' niUst request incli- 
sion in the program. Second;, t he PRC must become a contracting 
\}i i r t y tot h ( • _( ! .VrF. A i id t H i rd , t he I * res id ( »ii t _m list hi a ke a determi- 
nation that tin* PRC is not dominated or controlled by internation- 
al communism. 



J J I. KS-TIMATINC TUK K KKW'TS f)N U.S. IMPORTS AND EmITOYMKNT OK 
U.S.-PR( ' TUADK NoKMAI.I/.A'i'ioN: MKTHOI)(ii.fi(;i('AK. CoNSlDKHATIONS 

I Ih rt are two major economic policy que lions involved in analy- 
sis of the impact of U.S. tariff reiki. ;lons or; imports from the PRC: 
il> how will the volume and composition of imports change: and (2) 
how vill these c liarigc* affect US output and employment, espe- 
cial ly in certain import -sensitive industries? Attempts to provide 
i r n ( )i r i< a I t n s w ( r s t o these po 1 1 c v q u est i o n s tire beset with method- 
ologicai and data problems as well as with uncertainties associated 
with PRC behavior- This section briefly discusses how these policy 
quest urns mi^ht be addressed, . review's the major difficulties inr 
volved in analyzing MFN or (JSP tariff reductions, assesses several 
recent estimates of the impact of tariff reductions on II. S. imports 
from the PRC, and presents the methodology used in this paper. 

.4. M v t hn d o l i ^ * it I Is s u e s 

A reduction of US tariffs on Chinese goods to MFN or GSP 
levels ceteris paribus will cause U.S. imports from the PRC to in- 
crease as buyers substitute the* now lower-priced Chinese goods for: 
M ! domestic goods.! trade creation); and \2.\ imports from other coun* 
tries (trade diversion i 1 7 _ The total expansion of U S. imports f rom 
the PRC is the sum of the trade creation and trade diversion ef- 
fects. :..„: 

The decomposition of the total trade expansion effects of a tariff 
reduction into trade creation and trade diversion has important 
"analytical arid policy implications. J r pop' makers are interested 
in the impact of tariff reduction;' on put and employment, 

the measurement of trade ci *ut ; r " - the i,. .lion of total trade ex- 
pansion which substitutes fo* ' ed domestic production— is the 
rcle\ int estimate On the oc r hand, if the interest lies, for in- 
stance, in determining changes in Chinese dollar earnings from ex- 



Thuti^h thr >t.itut»- cjor> not elaborate on the tr.'wia i'nr-such a determination, t'icrc is 
pri'i: in thi> it) lit; i r*-l it inti tit the destination nj l {(.:i*aiii 1 is chfcihle for Co'SI 1 '' t hi «nly 
(.Vriiniuhwt .count r> u< b<- de>u;nat('.d fn November ] '.)~'>, .! Vi.^i.thyi.t..hV)rd.wj:ii.t.(( , ._(n..ih.c!. C'nn- 
Hrrss mdii.at mi.. hi> nit) niuiii t:i d» -u n itr Knmrin as brnt tici ir\ for the (JSP program In sub- 
stan i at nit t hi Hum ini t wis i:tt under (he tiMitroi of intimation t-titnmu lism thr Presidi nl 
ciu t\ thf n p< it* d m.:ini!est.iti:m ul Knnvim m d itrinui dinn ln_pursui< jn iwl< jm htitiif fbrt iKH 
poluv 1 h« l«*t l«*r is n-prodtued in l uhlu /V/xtn of the /result tits of tfu I (nitctl States— (nenitd 
h Ford fifxik. il l!»7aii;.S < l-vrrnmrnt Print intf Office. P'77>. pp. Isjij- js-i:t.- 

1 7 \x is assumed that there »«xist foreign andur domestic substitutes for all U.S. imports from 
thf PRC 
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ports to the If riitt-cl Slates, total track- expansion is the appropriate 
measure: .._....„... ..... 

The elasticity approach is a cbmnionly used method of measuring 
the trade expansion, trade creation, and tride diversion effects of a 
tariff reduction. This approach requires the use of U.S. import 
demand and PRC' export supply elasticities to determine the re- 
sponsiveness of U.S. buyers arid Chinese sellers to changes in U.S. 
import duties on goods imported from the PRC. In addition to the 
appropriate elasticities, it is necessary to make assumptions or in- 
ferences about the potential PRC' price response to a change in U.S. 
import duties. Subject to supply constraints, the PRC may pass 
through all, some, or none of the duty reduction to U.S. buyers by 
maintaining export prices unchanged, raising them by a fraction of] 
the tariff reduction, or raising them by the full amount of the tariff 
change. The magnitude of the pass-through, given current Chinese 
production possibilities, depends on the degree of monopoly power 
(the U.S. import demand elasticity for PRC goods) and Chinese 
planners' preferences. If U.S. import demand were very unrespon- 
sive to price changes, the PRC authorities mignt simply rai. 
export prices hv the an/,-: m of the tariff reduction in order to 
maximize short' run dollar earnings. 18 On the other hand, if PRC 
foreign trade planners were interested in increasing their share of 
the U.S. market, they might pass through the entire tariff reduc- 
tion to U.S. :onsurnc*s. ,{ ' Total trade expansion, then, depends on 
the U.S. imp 'i t demand elasticity, the PRC export supply .elasticity 
and pricing strategy, the magnitude of the enange in U.S. tariffs, 
and the current volume of U.S. imports from the PRC. 

There are several ways to estimate the trade creation and trade 
diversion components of trade expansion. The most direct approach 
is to estimate trade diversion alone and to -derive trade creation as 
the residual between trade expansion and trade diversion. Trade 
diversion, the extent to whk\ U.S. buyers will substitute lower- 
priced imoorts from the PRC for imports from other countries, is 
measured by the cross-price elasticity of demand. Given an estimat- 
ed or assumed change in U.S. import price.- for Chinese goods, the 
cross-price elasticity can be used to calculate the displacement of 
imports from other countries by Chinese imports, i.e., trade diver- 

_ Gjyen. .estimates of the trade creation effects of the tariff reduc- 
tion, the displacement of domestic production by increased imports 
depends on the substitutability of imports for similar U.S. goods. 
The elasticity of substitution between imports and domestic goods 
is the appropriate measure of these substitution possibilities: In ad- 
dition, translating domestic output changes into employment 
changes requires a measure of the responsiveness of producers 
demand for labor to changes i: output, the output elasticity of em- 
ployment. Given estimates of the short- and Long-run output elas- 
ticities of employment, it is then possible to calculate the initial do- 



■Mf exhort arias rise bv tht amount of the Uriff reduction then will be no substitution of 
Chinese imports for nthir domestic goods _or imports from other sources because the relative 
prices of these tfoods to U.S. buyers will be unchanged. . 

"»Thr> strategy is particularly plausible if the products in question are likely to bv subject to 
future U S. import restraints, with the quotas allocated .according to historical market shares. 
SeeT. Bayard. J. ()rr. J Pelzman and X rere&Dopez (10S1). 
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iih .sl r rmplm nu-ht imp u t of the tariff ' rnl\ tior time 9 nib >f 
labor market adjustment: arid the ultimate . r - ru: ■ e!:ec on i> S: 
t -hi]) Joy merit.- 0 

Although the approach just outlined . ». :!y fairly 

straight forward, attempts to . implement * i l-jur^* ,J by a 
number of methodological and data problem': ^ • >r -i". 
ical problem with the basic elasticity app.roe.cn is r u «i be 

used to estimate trade * xuansion for PRC prod 12' ♦ \ e . • sub- 
ject to prohibitive U.S. import duties. This. problem rises fecause 
the elasticities must be estimated on historical data s* t j 'l^d to 
base levels of historic trade in order to yield estimates :T trade 
changes. If historical data do not exist because tariffs Mr' 1 ^ohibi- 
tive: there is no basis to estimate elasticities and no t.ade base to 
which to i sipjily them. 21 

The fact that the process of normalization of U.S-PRC trade re- 
lations has begun only recently poses another methodology! prob 
lerri for the elasticity approach. The methodology can be applied to 
any given historical trade base to estimate increases in trade which 
>Vl ) M U' J K 1 y e res i ij t i" ' solely from a . edu ction in U.S. tar i ffs. Howev- 
er, in this case the historical trade base itself may not reflect the 
- * i i o r ma 1' ' fl b ws which would _h a ve ex is ted i f bp t h pa r the r s were 
fuJly aware* of market conditions and trading- opportunities; U:S.- 
PRC 1 trade has grown rapidly in recent years, in large part precise- 
ly because traders have been able to discover a basis for trade due 
to differences in production costs and demand patterns. The elastic- 
ity approach can measure only one facet of the normalization proc- 
ess — that part due to the reduction in tariffs. It Cannot measure 
the changes in trade volume and composition which are due to 
traders learning about a comparative, advantage basis for trade be- 
tween the United States and the PRC— the so-called "getting to 
k now each o t he r " e /Tec t re fe r red to «a r 1 ier . 

A third methodological problem RC export pricing policy, was 
alluded to earlier. Tfiere is no generally accepted methodology, for 
estimating how PRC export prices will change in response to U.S. 
tariff reductions. Since any assumption about the behavior of Chi- 
nese prices is a more or less well-informed guess, a potentially 
large error is introduced into the analysis. 

The e last ici ty a p p roach is also b- * set with se ve re data problems. 
As noted earlier, the approach requires information on the U.S. 
el as t i c i iy_ of d e m a n d : fro m the PRC . Give ri_ the s h o rt peri od 6 f U.S. - 
PRC trade and the lack of adquate disaggregated import price data, 
it is almost impossible to est imate t he app ropriate J T-S. import 
demand elasticity; Data limitations also have precluded pliable es- 
timates of Chi n ese e xj)o r t _ s u p ply respo n si ye h ess a h d b f the el as t ic- 
ity of substitution between imports from the PRC and other 
sources. Finally, although there do exist estimates of the elasticity 
of suhstitatior- between 'mports and domestic goods and of the 
output elasticity of eriip'oymerit, these estimates also are subject to 
wide margins of error: 



? n Sfre JL Pelzman and R Martin <1!>M>. _ 

JI It is possible to use elasticities based on similar imports from other countries, but the trade 
bast- problem remains 
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Thus, although tlx* MaMW-itv approach in principle can be used 
to answer the policy qn»:si«iiis posed. earlier, in practice, the f.jhita 
and methodological problems are such as to introduce potentially 
wide margins of error into tfi* alysjs. In what Jbljows, we criti- 
cally evaluate several receru attempts to analyze the impact of 
ITS" tariff redactions on Cimese goods iri terms of their ability to 
provide reliable empirical rs to the policy questions posed 

above: 



II SurlV Rvivnt Estimates 

Despite its shortcomings, most of the recent analyses, of . the 
impact on the U.S. of MFN or GSP tariff reductions for PRC goods 
have employed some version of the basic elasticity approach. One 
of the best "of these studies was conducted by Lincoln and Kilpa- 
trick (L-K) using li>7f> trade data:-" Most subsequent studies have 
rvlied heavily on the L-K model. . 

Recognizing that the 197 o volume and composition of U.S. im- 
t>orts from the PRC did not reflect u iior ma 1 M trade,. L-K adjusted 
^e trade base bv assuming that under normal conditions the Chi- 
nese share of the U.S. import market would equal their share of 
European Community imports. Given the short duration of U.S.- 
PRC trade, they used trade data from "analog countries' (i.e., 
countries similar to the PRC in trade structure) to estimate U.S. 
Import demand elasticities. L-K chose to estimate only trade ex- 
pansion, rather than trade creation, because of the lack of reliable 
estimates of the import cross-price elasticity.. L-K recognized that 
the use of trade expansion estimates would bias upward their esti- 
mates of the impact of MFN on U.S. employment. They also appear 
to have assumed 100 percent pass-through of the tariff reductions 
to U.S. buyers. - , - Li - w . 

The major results of the L-K study are shown in Table 1. Iheir 
estimates suggest that as a result of MFN tariffs,' U.S. imports 
from the PRC would, increase by roughly 2a percent of their pro- 
jected trade base. The sectors most affected by MFN would be tex- 
tiles and apparel, pottery, footwear, toys, games and sporting roods, 
and chemicals. As the theory of comparative advantage would pre- 
dict most of these sectors are ? nskilled labor -intensive. Overall., 
the L-K study indicates that the impact of MFN is very small, but 
that the effects tend to be concentrated in several : mport-sensitive 
domestic sectors.-' 1 

The domestic employment impact in the L-K s* ua; was es L . mat- 
ed bv assuming that Chinese imports substitute jcr domestic outnut 
on a dollar-fdr-dollar basis. L-K then multiplied the change m im- 
ports bv labor-output ratios derived from the Depart in ;;nt of Laoor 
Input-Output model. This yielded the total employment impact of 
MFN: including indirect effects. The use nf total (i.e., direct pins in- 
direct) labor-output coefficients precluded any analysis of the secto- 

" rhihjTl Urui.In iiiH liiiics A. KilfKif ric-k ) mmln and KilpHritx h.ivf -t very tfooJ 

•iiirvi'v tif t'iirlv research i f * this ;irc;i , . r j 

" i h« r«- .in s t v t V il potrntn' ujnv»r:» bnsrs in th< I K miosis Ui.tiie use of trade txpin- 
<ion the as*un >n that all or thi--l;Uv_r -impiict would be in the form of .labor displacvmen 
and 'tfi the 101* per .L pass-through i.assun, ption. This. secgnd bias is discussed \ n^moro de-tail 
belaw On the oth'-r nd. the elastidtv estimates employed are surprisingly law. This surest* 
then ma\ be an ofts* i ntf downward bW: tn thtir I rude rid employment estimates. 
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rial distribution, ui' t In* indirect employment effects. As is discussed 
below, these indirect effects can be potentially important. Depend- 
ing on their elasticity assumptions;. L-.R estimated a loss of 2,001) to 
i\ . ( MM) I , J . S . job o p p o r t u n i t i es d u v to M K N ex ten s i b ri . 

A study i>y Raffeh Teal and McQueen (RTM) used a com pa rati ye 
mil Re t share approach to estimate the import impact of both MFN 
and iJSP .tariff reductions. JLJsinj'. I'fro trade data., RTM estimated 
market share equations for H) importing areas. The shaic of each 
market in total ..Chinese, exports to the. .15) areas was assumed to 
depend on the distance, between the PRC and the export market, 
demand condit ions and tariff and non-tariff barriers; 

In the context of the earlier discussion of trade expansion, trade 
creation and trade diversion; it is not entirely clear how to inter- 
pret the HTM results. Since it is the U.S. share of total Chinese 
exports, rather than the Chinese share of total U S: -import y: which 
is estimated, there is no implication in the analysis of. ahy trade 
diversion in the usual sense of the term. If for no other reason 
than by default, it seems reasonable to assume t' *nir estimates 
approximate total t fade expansion.-*" 1 Unlike i and Kil pa- 

trick; RTM do not necessarily.. assume 100 per v km-- through oT 
tlie tariff reduction. Rather, PRC export pricing ' is implicitly 

incorporated into the analysis by measuring ti« '■ • nsiveness of 
Chinese export shares to differences in trade ban, i 

The. results of .the- RTM study _a re very similar to those of Lincoln 
and Kil pat rick. They find the _M FN tariff reductions would cause a 
percent increase in. U:S:. imports from the PRC and that GSP 
tarifT reductions would lead V< a A pe rce nt inc r ease. The sectors 
likely to be affected are_also similar: textiles, apparel, footwear, 
pottery a n d ba s k e t vv o r k . Their res u 1 1 s are su mmari zed i ri Tab 1 e 1 . 

The U.S. International Trade Com miss iort'^JUSITG) study of the 
impact of MFN tariff treatment. Tor the PRC also used the basic 
elasticity -framework.-- 1 The USITC study was based on 1978 trade 
data, with projections of the trade base to 19 v I. Using Lincoln arid 
kij pat ricks' elasticities, the USITC estimated that the_ value of U;S, 
imports from the PRC would increase by less than five percent if 
all of the tarifT reduction was passed on to U;S: buyers. 0n'the al- 
ternative assumption of no pass-through, the trade increase was es- 
timated to be about \'A percent of the trade base: hike the I.incoln- 
K i 1 pat rick est imales. these results should be j ri t e r p r e ted as est i - 
mates of trade expansion — no attempt was made to measure trade 
c r eat i o n or it s do m es t i c im p act 

Aithot,:rh the USITC analysis was conducted at a detailed level, 
the study did not report disaggregated Commission 
staff did .develop specific trade projections for textile and apparel 
imports. However, the report does not provide details on how cur- 
rent U:S: import restraints on these items were handled in (he 
analysis or about the effects of MFN tariff reductions on textile 
and apparel imports: 



U»'!en Kafir I. Kob.Tt K IV.tt. and Chory! MoQui.rn _ _ _ 

•"■ iN'rhap^ iwrau^o of the difficulty in interpret inn thoir n'sult.s. KTM do not attempt id osti- 
matt'-the ddrn^tu- impai't of thi* tarifT reduction*-*. - - . ; 

t ; S. Ilia-: -naiu'nal Trad** Commission <l!)7!n See also .Janet Whisler ' 1 i*TT » for an earlier 
l.'SITC study of M FN for th»- f'KC 




Tin- IVpnrtniimi uj l«iliiir '.MOU study, of MFN iipplicfj the e 
ticit\ anpioath to tali iff line mi part data.- 7 The DDL sU 
relied on imnort demand elasticities collected by Baldwin. lUu 
again, t hi* i\stiriinU\s approximated tot;d trade expansion. The dr 
tailed industry results were translated into ..domestic production 
and employment results using an input -output model of the econo- 
my. . ... .. .. , _ 

'ignoring the impact of U;S: restraints on apparel imports from 
tl ''ftC. the studv estimated thai tot::! U.S. imports from the PRC 
\v 1 increase- bv approxiniateiy 2. r > percent, with a loss of K.UUIJ 
i-i )' ivment opportunities if the tariff reductions were, passed 
t: : Assuming no pass-through, it was estimated that the 

!' imports would increase by only (J pe rcent. Tiu^e^ est i mates 
ii. vets of the pass-through differ from the USITC's because 
dii'le.re:.ces in the assumed import demand elasticities: the DOL 

I'lasticitii- are generally higher than the USITC's. 

r he DO:, study also attempted to incorporate the likely effects of 
ihe inT> l*.S. restraints on Chinese apparel; imports, The presence 
iii ihe-.- restraints substantially reduced the/potential trade and 
. mplo\ merit impact of MFN tariff reductions. It was estimated 
thai with restraints, trade expansion would'be roughly 18 percent 
of the trade base, compared to about 25 percent without import re- 
straints. The job opportunity losses would also decline from BIJOU to 
4000. The sectorial estimates in the DOL study are consistent with 
the other studies surveyed here. The domestic industries likely to 
be affected are textiles, and apparel, footwear, pottery and miscella- 
neous manufactures. Most of the indirect employment impact of 
the tariff reductions occurred in textiles, ine import restraints on 
apparel greatly - educed the employment effects in both the apparel 
and (indirectly) the textile industries. 

TABLE 1 RECENT ESTIMATES OF THE IMPACT OF MFN OR GSP TARIFF STATUS ON U.S.JMPORTS 

FROM THE PRC 



. Charges mUS sports iwt<"" Industries affectft! 

LiPCoin and K.ipatn'cK i 1978 . ?5 tor MFN Che-meal products, textiles, pottery, clothing. 

toys J ....games J sporting goods, footwear. 
tnjscelLaneoiis manufactures ._ 

' t»Mi Mi Ui. en ■ !')/"«) 30 MlN.-4-Jcf GSP Textiles... pottery, apparel. baskelworK 

; ; ;va ; ' ' ii for ■ Not available. _.„.„„ 

Departs; of Labor ;19/,) 6 to ?5 for MFN TexjiJes. appareL..^ttery. footwear, miscella- 

neous manufactures. 



A fairly consistent story emerges from the recent studies of the 
impact of MFN on U.S. impcits from the PRC, The absolute magni- 
tude of the impact of the tariff reductions on U.S. imports and em- 
ployment is quite small, in large part because U.S. imports from 
the PRC, although they a_re growing rapidly, are small in compari- 
son with total- U.S. imports and domestic output. The studies sug- 
gest that MFN tariff reductions per se cause a 15 to 30 percent in- 

27 y Bayard J. Orr» J. Pel/man and .J. Perv/AjOpo7. »1!)S1>. . . . ..." . . 

- 2H H. K- Baldwin -Lti)7KJ. Baldwin's elasticities are based on Uui\ U.S. imports, rather .han on 
U S. imports from the PRC 

is j 
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crease in the trade b/ise. However, the results also indicate that the 
increase in .imports is concentrated in a few sectors, in which do- 
mestic import-competing production is characterized by high labor 
and low skill content: Many of these sectors are already sensitive 
to imports from other countries. 

C: Mvthozioiogy 

In this paper, an elasticity approach, is used to. estimate the 
i ripact on U.S. imports and employment of extending M FN and' 
CiSP ;;iriff treatment to the PRC. The model used to estimate the 
effects of tariff reductions is based on one developed by Robert 
Baldwin. 29 

Assuming that all of the tariff reduction is passed through to 
U.S. buyers in the form of lower prices, the change in U.S. imports 
resulting from either MFN or GSP tariff reductions is estimated at 
the fivendigit tariff line level as: 

M-Mo • At/l+t • E (1) 

where 

Mo. is the 1^7!) c.i.f. value of dutiable imports from the PRC; 
At/1 +t is the change in the tJ:S. import price due to the tariff re 
duction, 

K is the elasticity of U.S: import demand: 30 

Import data for 1070 were used h^cause they were the latest disaf. 
gregated data available at the time of the study: 

A basic assumption underlying the model is that the supply ■ •'• 
PRC exports is perfectly elastic. That is, despite increased U.S i 
ports of PRC goods, export prices of these goods remain fixed / A 
exporters pass through to impc>rters the full amount of the tar.if 
reduction: The alternative is to assume either no pass-through, -n 
which :^;e there is no change in U.S. import-competing output and 
emnios meat, or to assume some intermediate pass-through, either 
on an u ross-the board basis, or on an industry-specific basis oince 
we have no a priori basis far knowing the likely magnitude of the 
p;uv-t trough, the full pass-through assumption was u sed. An a) ys ts 
wh ;t i\< reason to b; >ve that the Chinese will not hold their 
expo. 'i c\ constant cjn scale bur results accordingly. 

The t. ."'s i-ert--^ e» total trade expansion: they include both 
trade cr o,* jiid Li,-r'v diversion, in the absence of reliable _or.ti_- 
rriates bi ?K -Uisticity of substitution between imports from, the 
PRC and imports from other sources, and between imports from 
the PRC and domestic production, it is assumed that the increase 
in imports from the PRC displaces only domestic output, and does 
not affect imports from other sources. In addition, it is assumed 



H K. Baldwin HiJTla ... 

i ut THt'- HiisXicities.a^e. fioni Baldwin rl !)!(>.», These elas, icities ari'_ for total U.S. irnpoi t demand 
rather V n Tor imports from the PRC Thus the analysis assumes that inport elasticities esti 
mated on iota! imports (by four-ditfit input-output sector) >lso represent the response of domestic 
buyers to changes in the price of imports from the PRC 
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that the increast'U iin ports I'nirri the PRC displace domestic goods 
on a doUar-foiH* 'liar basis; :ii 

The est] mated . hariges in irhjjqi . at the tariff-line level are ag- 
gregated to the 4-digit level of the U.S. input-output table, and 
deflated to 1907 producer values. JiJUifc deflated values, represerit- 
ing do rn.es tl : prod uctio n d isplaceci by. i rh ports on the dollar-fo r- 
dollar substitution assumption, arc the i multiplied by the inverse 
of the VMu input-output matrix and by a matrix of labor-output co- 
efficients. 

In matrix notation, the employment impact of the production 
changes resulting from the tariff reductions is estimated as: 

L m = L(I-Ar l M (2) 

where; 

L m is a (37 x 1 v ector of chan ges in em ploym^nt opportunities; 
A is a 367 x367 input-output coefficient mart)x; 
M is a 367 x 1 vector of estimated changes in imports; and 
L is a 367 ;<367 diagonal matrix of labor-output coefficients. 

The employment estimates shown in the next section aro jVo ^n- 
portunities and are not necessarily actual changes in emp\c?ym6'it. 
At least part of the estimated loss in job opporl.. ies di*4 tn in- 
creased imports may be offset in many industry iormi 1 iiidus- 
try growth, voluntary job transfers and retir-. , », and by in- 
creased U.S. exports to the PRC.' 12 The model may also overesti- 
mate the employment impact oQhe ; tariff reductions if there is less 
than full pass- through and /or any trade diversion: 

The t rad e div erson q u est ion j s very i m portant . I n o rder to obtain 
a rough estimate of the potential for Chinese exports to the United 
States to displace third country exports, we Use an index developed 
by Finger and Kreinin to measure the similarity Oi Chinese exports 
to. the U.S. relative to . other LDCs. exports to. the U.S. market. 33 
The rationale behind the use of thid index is _that,_the__gr eater the 
similarity in the baskets of goods exported to the United States 
fr om the P R C _ a . , * d other co u n tr i es r the jjreate r_ i s the probabi 1 i ty 
that PUD goods will displace other countries' exports to the United 
States. «' 4 



11 Thi:; assumption riiay cause over- or underestimates of the domestic impact of increased 
import- >'or *'xanij>!(v previous attempts to estlrmiU'. the substitution ..of textile imports for do- 
mestic U\»:les have shown that the substituUib'lity varies substantially at the product level. See 
J. Pelzman and R. Martm (V.iHli. 

J*?£!^S. .exports. fo..Clic.PRC of. textile riBers-tmaLhly raw ^cotton, and. man -made fibers) and fin_- 
ishcd or semi [ finished textile products accounted fur 2f> 4 percent of U S exports to the PRC in 
VM'.t and l£7.l percent in VJHi>. U.S. imports from --the PRC in this aren consist :.riiparily of fin- 
ished it xi -h produttt; n p;irticulir ippurel See Textile Fibers and- Textile • }.: n icfc la China ", 
in I S, lnt< rn itionaj jT.ade pornnj^icn., 2<itb..Quj4rtorIy Report to the Congress and the Trade 
I'oiicv Committee on Trade Between trie United Stales and the Nonmurket fc/:upc.i:y Countries 
During Jin u a ry- March Wl. Publication 1 Hi 1 (Washington: USITC HWU pp 4 i- At, 

J. M: Finder and M. Kreinin U9? , M. 

14 The substitutability issue raises th< difficult question of the impact of MFN or CSP status 
cm the alleged illegal transshipment (re-export) of Chtnese goods from third countries Without 
prejudging t he issue of whet her these alleged Jlle^il sHLpmehtS-OjCCur,. if receipt of MFN or GSP 
status c'iusj S the PR( »o by pass thrse third countries «nd export directly to the United States, 
and if these t hi*" : countries are nj.soable to increase their exports of similar r r °ducts to pjck up 
the "slack** left by the diversion of former re-exports! there may be less tra^e-i'IversiorLtharLthe 
similarity index would suggest. This is especially true if the transshipped goods were subject to 
binding U.S. import restraints. The Quantitative implications of illegal transshipments are diffi- 
cult to assess ; because there are no data. For attempts to estimate legal re-exports see Si Klein 
(19701 arid A. Eckstein fl%6>; 
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The Finger-Kreinin (FK) index is calculated by the following for- 
mula: 
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is the similarity irtctex of count r ies_i _an_ri j .( t he 
PRC anH another uDC 1 exports to a common market k 
(the t'.s. f : 



are exports o'_com.T.oHi ty h by cojntrv } ^ ] 
to mar ket k; anr* 

; s the share of commodity h exports bv count rv j 
in total country j exports to market k: 



If the commodity distribution or market basket of countries i and 
j's exports to market k are identical, the FK index will equal unity. 
On the other hand, if the two export vectors are completely dis- 
similar, the index will equal zero. As a similarity indicator, the FK 
index ccn only be used to determine the extent to which one export 
vector is similar to another single export vector in a given import 
market. The index can be applied either to two countries in the 
same time period or over time. Equation (3) can be transformed to 
read: 
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Using this index we can compare the similarity ofPKC exports 
to the United States with exports from other LDCs; The countries 
whose baskets . f exports to the United States over the period IWb- 
79 were compared to the PRC& include Indonesia, Taiwan, India* 
Malaysia, South Korea, Hong Kong, Singapore and Mexico. These 
countries, were chosen for a number of reasons. With the exception 
of Mexico, they are all in the same geographic area as the PKC. 
Given their geographic proximity, we can isolate one important 
factor which may hinder U.S.-PRC trade— transportation costs. 

It was not possible, however, to compare PRC and other coun- 
tries' exports based on 'systemic similarity'* or MFN status. An ap- 
propriate comparison standard for the PRC on the basis or system- 
ic similarity" would be another centrally planned economy (CPE). 
However, given the unavailability of data on the Asian CPEs arid 
the dissimilarity in resource endowments and trade patterns be- 
tween the PRC and European CPEs, this comparison was consid- 
ered otiose. The problem of MFN status is a different matter. All of 
the comparison countries have MFN status with the United States: 
The PRC, on the other hand, has enjoyed MFN treatment only 
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since February 1. 1980. Consequently, a comparsion across 1975-79 
ignores the impact that MFN may have had. on the commodity 
composition . of Chinese exports to the United States. Despite these 
drawbacks, the similarity -index comparisons of export vectors can 
be used to rank the most likely countries [.whose exports may be dis- 
placed by ''normal" U.S:-PRC trade: These index comparisons can 
also help to identify the commodities which might be displaced by 
Chinese exports, although these commodity/ predictions (because 
they are disaggregated) are less accurate than the country predic- 
tions. 

IV. Trade and Employment Effects of U.S.-PRC Trade 
Normalization 

> This section presents estimates of the impact on U.S. imports 
: and employment of tariff reductions on imported goods- from the 
PRC; The estimates are presented at both aggregate and sectorial 
levels. The sectorial analysis is Used to identify as closely as possi- 
ble the domestic import-competing sectors which may be adversely 
affected by increased imports from the PRC. Special emphasis is 
placed on a comparison of the industries which have been trade- 
sensitive in the past with those industries which are likely to be 
adversely affected by the expansion of U.S.-PRC trade-in addition, 
the trade creation/trade diversion issue and the possibility that 
future changes in the commodity composition of U.S.-PRC trade 
will adversely affect additional domestic sectors are examined 
using a trade similarity index. 

A. Aggrega te Effects of Tariff Reductions on U.S. Imports and 

Employment 

Estimates of changes in imports of PRC goods at aggregate and 
selected broad sectorial levels due to the tariff reductions are given 
in columns 2 and 6 of Table 2. The estimates are based on actual 
1979 trade. According to the model, in 1979 U.S. imports frorr. the 
PRC would have exceeded actual imports ($528 million) by approxi- 
mately $134 million, or 25:3 percent, had PRC imports been dutied 
at MFN rates throughout the year (column 2). This increase in im- 
ports attributable to MFN is in line with our earlier estimate of a 
25-35 percent increase derived using data for 1978." 5 Particularly 
significant would have been increases in imports of ceramic prod- 
ucts (94 percent), footwear (63 percent), and textiles and apparel (50 
percent). These increased imports would have translated into a loss 
of approximately 8,600 employment opportunities in the United 
States (column 3). The textile and apparel industry alone would 
have accounted for approximately 4,600 (50 percent) of the total 
loss of employment opportunities. , _ 

Had the PRC also enjoyed- country-beneficiary status under the 
U.S. GSP program during, 1979, U.S. imports from the PRC in that 
year would have exceeded actual and MFN imports by $22.2 mil- 
lion, or 4.2 percent (column 6). GSP would have increased imports 
of Chinese ceramic products by 48 percent. The increase would 
have been 25 percent for the furniture and wood products industry. 



* l See Bayard. Orr. Pelzman and Perez-Lopez (1981): 
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The employment impact of additional imports generated by GSP 
beneficiary status has riot been- calculated because the relatively 
small changes in imports make the results unreliable. 

TABLE 2. — CHANGES IN IMPORTS OF PRC GOODS AND EMPLOYMENT OPPORTUNITIES ATTRIBUTABLE 

TO MFN AND GSP 

[In thousands ol dollars and man-years) 





Without restraints 


With restraints- 


Change in 1979 imports ol 
PRC goods attributable lo 
GSP 


1979 


Changes in 
4979 
imports 


Reduction in 
employment 
opportunities 


Chances in 

xm. 

imports 


Reduction in 
employment 
opportunities 


imports Ifom 
PRC 


. .Ignoring.- Considering 
competitive competitive 
rie«l limits need limits 














(1) 


(2) 


(3) 


(4) 


(5) 


(6) (7), 



Chemicals 2 

Furniture and Wood products : 

Footwear 4 

Food products ft 

Leather products 0 

Ceramic products 7 . 



528,056 


133.717 


8,613 


67,952 


3,743 


22,215 


14,152 


186,013 


93,480 


4,565 


27.715 


1,185 


3,298 


953 


52,215 


5,517 
8.793 


227 


5,517 


137 


2.172 


558 


22,832 . 


282 


8,793 


276 


5,740 


2,695 


14,153 


_ 8.896 


253 


8,896 


253 


_56 


56 


38,344 


1.322 


27 


1,322 


19 


461 


370 


3,553 


2,023 


101 


2,023 


94 


140 


140 


3.787 


3,559 


116 


3,559 


113 


1.825 


1.703 



I l-Q sectors— 16 = 19 
a 1-0 sectors— 27-29 
■» 1-0 sectors- 20-2 3 ... 

* 1-0 industries-— 3202. 3401. 3402. 

* 1-0 sectors— 14. _ _ 

* 1-0 sectors— 33 and industry 3403. 
T 1-0 sectors— 36 

The employment estimates shown in Table 2 and throughout this 
paper are employment opportunities and are not necessarily actual 
changes in employment. For example, the estimate that 8600 job 
opportunities would have been lost if MFN had been extended to 
the PRC in 1979 does not necessarily mean that 8600 layoffs would 
have occurred. At least-part of.the estimated loss in job opportuni- 
ties would have been offset in many industries by normal industry 
growth, voluntary job-transfers and retirements, and (especially in 
textiles) by increased U.S. exports to the PRC. 

The estimates of increased imports from the PRC resulting from 
MFN and GSP tariff reductions reported in Table 2 do not take 
into consideration several factors which might prevent imports 
from increasing. Two_such limiting factors are quantitative import 
restraints which limit the volume of specific PRC goods which can 
be imported and Competitive need criteria which limit the value of 
certain imports eligible for duty-free treatment under the U.S. GSP 
program., _______ ._ : ; 

Restrictions on imports of PRC apparel products (discussed in 
detail in the next section) and GSP competitive need criteria have 
been incorporated into the analysis and an alternate set of esti- 
mates is given in columns 4 (MFN) and 7-(GSE)_of Table 2. Import 
restrictions on apparel reduce the overall trade expansion impact 
of MFN extension to approximately $68 million^ or 12.9 percent of 
1979 trade, and reduce employment losses from 8600 to 3740 job op- 
portunities. For the textile and apparel industry, the restrictions 
reduce the estimated increase in imports from $94 million to $28 
million, and employment opportunities losses fall from approxi- 



isi * 

mately 4(>00 to 1200. Introduction of the competitive, need limits on 
GSP imports reduces trade expansion to $14.2 mill ion, or 2.7 per- 
cent of 11)79 trade. For chemicals and textiles and apparel, competi- 
tive need, criteria would have reduced import increases in these sec- 
tors resulting from GSP by about three-fourths. 

It should also be noted that the estimated import and employ- 
ment effects resulting from MFN and GSP tariff reductions refer to. 
trade expansion and therefore tend to overestimate the employ- 
ment impact. As noted in Section III, estimation of the trade cre- 
ation and trade diversion components of trade_expansion requires 
the use of both the substitution elasticities of PRC imports for simi- 
lar U,S,-produced goods and of PRC products for similar products 
from third countries. In the absence of information on these elastic- 
ities, it was assumed in the preceding analysis that imports from 
the PRC would displace only domestic production. However, in an 
attempt to shed some light on the important trade diversion issue, 
we have used an export similarity index, described in_ Section III, 
as an indicator of the extent to which PRC and other LDC exports 
to the United States are similar and therefore may .substitute for 
each other. The higher the similarity in the basket of goods export- 
ed to the United States from the PRC arid other countries, the 
greater the probability that the PRC goods will displace third coun- 
try exports. The higher the trade diversion factor in total trade ex- 
pansion, the smaller will be the. impact of increased imports from 
the PRC on U.S. output and employment. 

Table 3 presents similarity indexes for exports to the U.S. 
market from the PRC and key LDC exporters for the period 1975- 
79. According to the data in Table 3, in 1975 Malaysian, exports to- 
the United States were most similar to those of the PRC (27 per- 
cent! In the post-1975 period, the export baskets to the United 
States of other LDCs and the PRC have become more similar. For 
example, 30 percent of India's exports to the U.S. in 1976 and 36 
percent of exports in 1979 we^e in the same commodity groups as 
those of the PRC. For Hong Kong in 1976, 20 percent of its exports 
were concentrated in the same commodities as those of the PRC; by 
1979 the similarity rose to 33 percent. 

Given these results, it is Useful to determine^the commodities re- 
sponsible for this similarity in export vectors. Table 4 lists the top 
five commodities for which exports to the U.S. from Hong Kong, 
India, South Korea and Mexico were most similar to those of the 
PRC in 1979.™ As the data demonstrate, the greatest similarity 
exists in trade in cotton textiles, apparel and footwear. Given nor- 
malized U.S.-PRC trade, PRC shipments in these commodities may 
(but need not) substitute for similar, exports from Hong Kong, 
India, Mexico, South Korea and other LDCs. These findings suggest 
that our estimates of the impact of the tariff cuts on imports and 
employment opportunities may be overstated because they fail to 
consider the extent to which increased PRC imports may displace 
imports from other LDCs: 



38 Trade data for Taiwan were unavailable for l97H-7t). 
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TABLE 3 —SIMILARITY OF PRC EXPORTS TO THE UNITED STATES WITH SELECTED JEVELOPING 

COUNTRIES, 1975-79 



1975 1976 1977 1978 1979 



Country; 

Hong Kong.... 

ji;dia..^... 

Indonesia .. 

Malaysia 

Mexico 

Singapore 
South Korea . 
Taiwan 1 



016 


0.2D 


0.24 


0.28 


0.33 


.21 


.30 


.33 


.32 


.36 


.04 


.04 


.04 


.05 


. .16 


21 


.11 


.07 


.09 


.18 


.17 


.17 


.13 


.11 


.25 


.06 


.08 


.10 


.15 


.14 


.13 


.16 


.22 


.25 


.28 


.15 


.18 


.21 .... 







1 Trade <jata !w Taiwan were unavailable. for 1978-79 . . . . 
Source: Trade data taken from the O N Commodity Trade Series 0 

Table 4.— Top 5 commodities where PRC exports were similar to the 
exports of Hong Kong, India, Mexico, and South Korea, 1979 

Commodity description SITC 

Hong Kong: - - : ■■ - - ■ ■ ^ Aii 

Clothing of textile fabric not knitted or crocheted........... ^ jgji 

Clothing and accessories, knitted or crocheted °41 4 

Cotton-fabrics, woven, grey ||f^ 

Footwear : ~ §^ 

Special transactions hot classifed according to kind »oiu 

Indl Cloth!ng of textile fabric not knitted or crocheted.::........... £411 

Carpets Sxlo 

Crustacea and molluscs, fresh 

Cotton fabrics, woven, grey • - ggj 

Made up articles of textile materials 0 ™ y 

Mexico: . coin 

Petroleum, crude.,- : •: 22 j* 

Crustacea and molluscs, fresh ....:.:......:.:.:............ 

Works of art v : 5??V 

Clothing of textile fabric, hot knitted or crocheted. 8411 

Special transactions hot classified accoHing to kind 

South Korea: ■ 

Clothing of textile fabric, hot knitted or.crocheted 

Clothing and accessories, knitted or crocheted jgjg 

Footwear 5™ 

Nails, t:anfa^taplB^pikB;jte^»^^^i« s ai ; »^v^ ^41 

• Special transactions hot classified according to kind • 

B. Sectorial Effects of Tariff Reductions on U.S. Imports and 

Employment r 

There are a number of industries in the U.S. economy which 
have experienced reductions in job opportunities over the _last 
decade due to the expansion arid liberalization of international 
trade The normalization of economic and commercial 
tween the United States arid the PRC, and the resulting expansion 
of trade may cause a further reduction in employment opportuni- 
ties in these trade^serisitive industries. This section first identifies 
. the specific U.S. industries where employment opportunities have 
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been adversely affected by trade in the past. The '.leading jtariff-seh- 
sitive items in U.S:-PRC trade are then identified and compared to 
these domestic trade-sensitiye industries _tc Ljielermine the extent to 
which the adverse effects of normalized trade relations with the 
PRC will be concentrated on trade-sensitive U.S. industries. The 
characteristics of workers in the tariff-sensiti' e industries who are 
likely to experience a reduction in employ;*. ,.:nt bppbrtunities are 
then described,, The final part of this section discusses the potential 
for future trade with the PRC to have adverse effects on domestic 
industries in which there is currently little or no trade with the 
PRC. 

(I) IMPORT-SENSITIVE INDUSTRIES. IN THE U.S. ECONOMY 

4 . y _ / 

Various quantitative indicators of the i_ effects i of ! imports, on d(> 
mestic employment opportunities in 4-digit input-output industries 
have been used to characterize certain JJ.S. industries as i trade-sen- 
sitive. These indicators are: (11 a finding of injury by the U.S. inter- 
national Trade Commission (USITC) in a petition for relief from 
imports uncter the escape clause (Section 201) provision of the 
Trade, Act of 1 1)74; (2) receipt of substantial amounts of Trade Ad- 
justment Assistance (TAA) benefits under the 1974 Trade Act; (3) a 
significant loss in employment opportunities related to internation- 
al trade over the period 1964-75; or (4) a relatively large loss of em- 
ployment opportunities as a result of the tariff reductions agreed to 
in the Tokyo Round of the Multilateral Trade Negotiations. 37 

Table 5 lists the 44 industries which were identified as trade^sen- 
sitive on the basis of the 'measure^ described above. Although these 
measures are to some extent arbitrary, they iio capture «a^ broad 
range of industries which can be considered to have been adversely 
affected by expanded trade and which, in some cases, have experi- 
enced employment dislocations. 38 The industries include those 
which employ relatively low-skill, low-wage workers which can be 
expected to compete with LDC producers, including the PRC. The 
table also lists industries which do not fall into that category, such 
as iron and steel and automobile manufacturing, which have been 
largely affected by competition with developed countries. 

Taple 5.— U.S. trade-sensitive manufacturing industries 

. _ i digit— 

Industry 



Canned fruits and vegetables 

Vege table oil mills, n.e.c 

Food preparations, n.e.c 

Broaawoven Fabrics 



140<) 
142K 
1432. 
1601 



3 7 Th e cr i t e r i a w ere based on the fo 1 Law i h g .so U rCes:_ ( 1 J In dustr i es_ fo r wh i c h a pos i t i Vc fi_ n d i n g 
of injury has been made _a re .given in the annual report US. International Trade- Com mission, 
Operation of the Trade Agreements Program, Publication 84K (Washington: USITC. li)77j and 
other volumes; \2) The industry distribution ofreceipt_af _TAA Jhehefits Js.available from the 
QfFice_6f Trade adjustment Assistance, U.S. Department of I^ibor, Washington, D.C.; __(3) The 
principal industries adversely a fleeted by trade over the period 1%4- 7 > are listed in A he and 
Orr <1 ( W1) (4) The principal industries losing employment opportunities due to the Tokyo Round 
tarUT-redu-rtiohsarc-listed in_Bayard ahd_ Orr ( 1!17 ( JJ. ..... .... , 

3 *7V somewhat narrower classification of sensitive industries, those petitioning for inijx)rt 
relief, was used by Taylor and Lamb, (1979) in their study of communist country exports in 
import sensitive sectors. 
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Table 5. — U.S. trade-sensitive manufacturing industries— Continued 



Intiustry UO 

.Yarn mills and finishing of textiles, n.e.c 1603 

"Knit fabric mills 1803 

Apparel 1804 

Fabricated textiles, n.e:c 1903 

Wood products, ii:e:c..... ....... 2009 

Wood household furniture :.:............. 2201 

Metal household furniture..:..::....... , 2203 

Furniture and fixtures, n.e.c..::.:................. 2307 

Paper products, n.e.c 2407 

Paperboard ?v00 : 

Tires and inner tubes:..::..:.:.:..:....... 3 2 01 

Rubber footwear::. :..:..:.:.:..:.:. ...:..:... 3202 

Leather products..:..:.....::..::.:..:........ 3300 

Nbhrubber footwear::.....:..::.:.....::.,........ 3402 

Other leather products...::.......:.::.::....... 3403 

Glass, glass products ::::..::..:..:...:..:........:.. 3501 

Ceramic wall and floor tile.:..:::::....:......... — 3603 

Food utensils, pottery ......::..:........:.... 3607 

Pottery products, n.e:c ...:.:...:..:......... 3609 

Cut stone and stone products ........ 3615 

Blast furnaces and basic steel products 3701 

Primary copper ::::.:::...:::.::...:.......:............ 3|Q1 

Primary nonferrous metals :..:.....:.............. .*. 3805 

Metal barrels 3902 

Screw machine products::..::.:.."..:.............:................ 4101 

Hardware; n.e.c ::.:.:.::..:::::::.::.:..::::.:::... ...:.:..:................... 4203 

Miscellaneous Wire products ::.:..:::::...::.........:............... 1^?f 

Fabricated metal products, n:e.c..::.:... :...:......:.::..:... 421J 

Machine tools, metal Cutting types:...:....":.........:..:.....:.... 4701 

Textile machinery ..::..:::::::.::::.:::.:.:.::::::......:.......:.........»... y 4°02 

Office machines, ri:e:c ::::..::::::.:::...::::::.::......:........::.:....:..... - 

Radio arid TV receiving sets:.:::...:::.::.::.:::..::.........:.::..:..... 5601 

Radio arid TV CbmmuriiCatiori equipment :.......:.:.....:..... 5604 

Electronic cbriipbrierits.. ...::.::.::::..:::.:.:.:::::.:.. ....:.....::........... 5701 

Autos arid parts..... ..!.:... :..^:..::::::..:::.:.:::::. :.:.:..:.... ...••.••••:.••• iisi 

MbtorcycleSr bicycles, arid parts...::.:.:.......:::...:.....:..... ..... jjjjjv 

Jewelry, including costume and silverware...:.:.......... 6401 

Sporting arid athletic goods, n:e.c:::...::. ...........:.:...:. ; . |404 

Artificial flowers • » "406 

Miscellaneous rriariufacturers, n:e:c... .........:.......... - o41<s 



(II) INDUSTRIES MOST LIKELY TO BE AFFECTED BY MFN OR GSP TARIFF 

REDUCTIONS 

Table 6 presents the industries (4-digit I/O industries) in each of 
the broad sectorial aggregates used in Table 2 4n which imports are 
likely to increase substantially as a result of MFN or GSP tariff 
reductions on PRC goods. Of the 20 industries listed in fable 6, 15 
were also included in Table 5 as having been import-sensitive in 
the past. (These industries are indicated in the table by an aster- 
isk.) The 20 industries listed in Table 6 accounted for approximate- 
ly $296 million, or 56 percent of total 1979 U.S. imports from the 
PRC. . 

The trade and employment effect of tariff reductions on the 
tariff-sensitive industries, grouped together by broad industrial sec- 
tors, is discussed below. 
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TABLE 6.— INDUSTRIES MOST LIKELY TO BE. AFFECTED BY MFN OR GSP TARIFF REDUCTIONS 



{In thousands of dollars and man years) 







Changes attributable io MFN 


Chanees-m4979-imports 
of PRC goods attributable 

to -GSP - - 




1919. 
imports 
from PRC ' 


Without restraints With restraints 


I/O and industry 


"Reduction - - Reduction 
Changes in in Chanpes in in 
1 979 employment 49/9 employment 
imports opportune imports opportuni- 
ties lies 


Ignoring Considering 
competitive competitive 
need Im.is need limits 





(I) 


(?) 


(3) 


(4) 


(5) 


(6)_ 


(7) 


Textiles and apparel , 


184 100 


38,202 


4,071 - 


22,437 


1,029 


3,198 


853 


1601 Broadwoven fabric mills 1 


25,553 


2,920 


951 


2,920 


321 


280 


280 


1603 Yarn mills 1 


1.054 


294 


202 


294 


88 


16? 


96 


1701 Floor coverings 


17,804 


541 


66 


341 


DJ 


^nc 
3Ue 


2 


1804 Apparel 1 


132,802: 


: 3,237 


2.804 


14,472 


510 


2,143 


406 


1902 House furnishings 


6,887 


4,210 


48 


4,210- 


45 


107 


._ 69 


Chemicals 


52,059 


5,446 


x 119 


5,446 


30 


2.155 


' 541 


2701 industrial chemicals.. 


' 

19,546 


2,632 


bO 


2,632 


54 


1,411 


U4 


2/04 Miscellaneous chem.cals 


25,737 


1,861 


26 


1,861 


23 


335 


67 


^yui i/rupff 


g_775_ 


Q7-J 

3-fO- 


13 


—973 


__13 


409 


340 


- 4 
















Furniture arid wood products 


22,769 


8,789 


■ 190 


8789 


189 


5,736 


2.691 


2009 Lumber and wood products ' 


20,762 


5,636 


134 


5,636 


133 


5,011 


1,966 


2307 Furniture and fixtures ' 


2,007^ 


3.153 


. 56 


3,153 


56 


725 


725 




13.938 


8 822 


251 


8,822 


25 L 


1 


1 


3202 Rubber footwear 1 


11,652 


7,888 


209 


7,888 


209 


I 


1 


3402 Leather footwear 1 


2,286 


934 


42 


_J34 


42 


__J0 


0 


Food products 


8,506 


674 


8 


674 


8 


125 


- 125 


1409 Canned fruits and vegetables 1 


1,690 


259 


3 


259 


3 


101 


101 


1432 Food preparations, n.ec 1 


6,816 


415 


5 


415 


5_ 


24 


24 


Leather products 


3,248 


" 1,942 


84 


1,942 


82 


91 


91 


3403 Leather products, n:e:c 1 


3.248 


1,942 


„ 84 __ 


_ 1.942 


82 


91 


91 


Ceramic prodcts 


2.845 


3,300 


100 


3.300 


100 


- 1,631- 


- mi 


3607 Food jjlensils.. 1 


1.839 


2,062 


66 


2.062 


66 


26 


26 


3609 Pottery product n.e.c 1 


1,006 


1,238 


34 


1,238 


li 


1,605 


1,605 


Other 


6,455 


6.234 


150 


--6,234 


- 148 


4,986 


4,147 


6401 Jewelry ■ 


2.533 


2,311 


65 


2,311 


65 


2.747 


1,911 


6406 Feathers, plumes and artificial flow- 


















2.395 


2,94 1 


49 


2,941 


48 


1.476 


1,476 


6412 Miscellaneous manufacturing 1 


1,527 


982 


36 


982 


35 


763 


760 



1 Import sensitive industry listed ;n table 5: 



Textiles and Apparel 

Textiles and apparel was the largest category of manufactured 
products imported from the PRC in 1979: Apparel imports (I/O 
1804) were $133 million. Imports of broadwoven fabrics (I/O 1601), 
floor coverings (I/O 1701), house- furnishings (I/O 1902) and textile 
yarns (I/O 1603) were also significant. These five categories togeth- 
er accounted for $1M million^ or 35 percent of total U.S. imports 
from the PRC in 1979. Using the criteria discussed earlier, apparel, 
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broadwoven fabrics and textile yarns were identified as 'highly 
import-sensitive. . _< , , : J _. 

According to-the estimates,- had PRC imports been dutied at 
MFN rates, U.S. _impcrtsc4n"_the five catetbries -mentioned above 
would have exceeded actual imports in 1979 by $88.2 million, or 48 
percent. Apparel imports alone would have exceeded actual import 
levels by $86 million, or 60 percent. These increases in imports 
would have translated in.to the loss of over 4,000 job opportunities 
in the textiles/appare! sector and 2,800 "job opportunities in the ap- 
parel sector alone. GSP tariff treatment would have increased tex- 
tile and apparel imports by $3.2 million, or about 2 percent 

The predicted increases in U.S. imports from the PRC do" not 
take into account the U.S. textile program geared to the orderly 
growth of imports and the prevention of market disruption, or the 
competitive need exclusions on GSP duty-free treatment. 39 Negoti- 
ations with the PRC on a bilateral agreement to facilitate the or- 
derly growth of U.S.-PRC textile and apparel trade and avoid- 
market disruption began informally in late 1978. Several formal 
negotiating sessions held during the first half of 1979 failed to re- 
solve outstanding differences between the two sides. 40 

In view- of the lack of progress in the negotiations and the rising 
volume of uncontrolled PRC apparel imports, the United States im- 
posed unilateral quotas on seven categories of PRC apparel imports 
^for a. twelve-month period under the authority of Section 204 of the 
Agricultural Act of 1956, as amended. Five of the restraints, on 
cotton gloves, 4 1 women's cotton knit shirts and blouses, men s and 
boys' woven cotton shirts, male/female cotton trousers, and male/ 
female man-made fiber sweaters, were imposed effective June 1, 
1979, and the other two, on cotton blouses and women's man-made 
fiber coats, became effective October 31, 1979 (see Table _7). In de- 
termining the _quota_ level, imports from the PRC during a repre- 
sentative twelve-month period were used: for the quotas imposed 
effective June 1 the period used was March 1, 1978 to February 28, 
* 1979; for the quotas effective October 31, the representative period 
was August 1, 1978 to July 31, 1979. With the signature of a three- 
year bilateral textile agreement in September 1980, the unilateral 
restraints for six of the seven categories were lifted and replaced 
with agreed import levels for each of the three years covered by 
the agreement: 42 



39 The United Suites is a signatory nf the Multifiber Arrangement (MFA), a multilateral 
agreement covering trade in textiles and apparel products made_of cotton, wool and roan-made 
fibers. The MFA became effective in 1974 for a three-year period and was later extended until 



«°See. e:*>:.-H: ReiterWehb, Jr. (lM)>, _ ( . , T - , e, , j *u nor 

4 1 Even before the resumption of diplomatic relations between the United btates and tne_r'KU 
domestic manufacturers were concerned about rising imports of cotton work gloves from the 
PRC In December 4977 a group Of domestic producers filed a petition for import relief under 
Section -lilfLof the Trade Act oT 1974 alleging that ^market disruption _ existed as ^a result oT in- 
creased imports of cotton work-gloves from the PRC. Imports ofthese articles from the PKU 
almost negligible during 1972-75, had risen abruptly in 1976 to account fpr about 19 percent of 



March 1978). ' . _ ... ... 

« 2 The. agreement did not provide for a limit on Hnports of man-made fiber coats since the 
PRC filled only 16.3 percent of the unilateral quota. Mutually-agreed import restraint Jevels for 

Continued 
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TABLE 7. — IMPORT LEVELS UNDER UNILATERAL QUOTAS AND UNDER THE UNITED STATES-PRC 

TEXTILE AGREEMENT 



Category and Description > _ "qwtT' 1st agreement 2d agreement 3d agreement 

_ : jteai year jreai 



Bilateral agieement 



331 CoJLon gloves (dozen j)air) 2.946.000 3,213,600 3,310,008 * 3,409,308 

339 Women's cotlon knit ih'rts and blouses (dozen) 535.659; 720,000 912,000 865,280 

34a Men'* and boys' woven cdtton shirts (dozen) 354,613 540,000 561,600 584,064 

341 Cotton blouses. (itozeri)_._.... 266,196 381,300 455,100 443,456 

347/148 eotton trousers, male/femalejton) 1,088.632 1,440,000 . 1,824,000 1,730,560 

63: Women's man-made fiber coats (.dozen! ~ 110,551 2 ) ( 2 ) _ . _( 2 1 

645/646 Man-made fiber sweaters male/female (dozen) 334;834 550,000 566,500 583,495 



1 These are special categories defined by the United States for monitoring imports of textile and apparel products and administering the United 
States textile trade agreement programs. For a concordance between *M ieatiJe and. jppaiel categories, and. seveo-digit TSUS* items, see. U.S. 
Department of Commerce, Industry and Trade Administration; Office of Textiles, Ccwetation: Textile ana Apparel Categories with Tarilf Schedules of 
the United States Annotated.. (Washington U S: Government Printing Otlice? January 1978). 

2 No specific limit set. 

Sources For unilateral quotas, Federal- Register 44.-1 W (June 6, 1979) pr 32433 and idem 44:212 (October 31. 1979) p. 62555. For bilateral 
agreement, "United States arid China Sign Bilateral' Textile Agreement.' Department of State Press Release No. 257 (September 17. 1980). 

The effect of the import restraints on selected PRC apparel ship- 
ments is to curb potential growth by limiting the quantity of im- 
ports which may enter the United States in a given period to the 
same level reached in an earlier period. Consideration of these re- 
straints is important in estimating the real impact of tariff reduc- 
tions since they act to prevent predicted increases in imports from 
occurring. As an illustration,- we have introduced import restraints 
on the seven categories listed in Table 7 into our analysis in order 
to gauge thfe extent to which they would moderate the estimated 
import and employment impact of MFN tariff reductions. 

For the sake of simplifying the simulations, it has been assumed 
that import restraints in the seven apparel categories were im- 
posed for the entire year 1979- and, further, that the restraint 
levels were set at the actual volume of 1979 imports. That is, we 
have assumed that the restraints would have prevented increased 
imports resulting from tariff cuts but would riot have reduced 
actual 1979 imports. While reduction in U.S. tariffs to MFN rates 
would have increased imports of PRC apparel products by $80 mil- 
lion, the restraints would have prevented the realization of ap- 
proximately $65 million worth of such imports. The evidence in 
Table 6 (columns 3 and 5) suggests that the. import restraints are 
an effective tool in reducing potential employment losses in the 
textile/apparel industry. The apparel manufacturing industry, 
which according to the unrestrained simulations would have lost 
2800 job opportunities, would suffer losses of 500 job opportunities 
with import'restraints. -Because the apparel sector purchases mate- 
rials from other sectors, the restraints on apparel imports also 
affect output and employment in other sectors, such as textiles. Job 
losses in the textile and apparel industries, which were estimated 



the first agreement year are on average about 40 percent higher than previous unilateral re- 
straint levels; in general, second and third year levels take into account growth and are more 
liberal The text of the agreement is given in "United States and China- Sigh Bilateral-Textile 
Agreement," Department of State Press Release No. 257 (September 17, 1980), Since the agree- 
ment went into_effeet, the United States has requested consultations to establish import limits 
for four additional categories in which imports have surged. The four categories are wool sweat- 
ers, men's cotton coats, women's cotton coats, and men's cotton knit shirts: 
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at about 4000, would be reduced to about 1000 with the import re- 
^ * |Qf straints 

Introduction of competitive need limits also curbs the potential 
. imports of PRC textiles arid apparel which would result from GSP. 
duty-free imports. (Articles covered by the MFA do hot receive GSP 
duty-free treatment J As shown, in Table 6, columns 6 and 7, com- 
petitive need criteria would have curbed increases in apparel im- 
ports generated by GSP duty-free treatment from $2.1 million to 
$406,000, and for floor covering from ' $506,000 to $2,000. For the 
five textile and apparel industries, competitive need limits would 
have curbed potential increases in imports resulting from GSP 
from $3.2 million to $853,000: 

Chemicals 



In 1979, U.S. imports from the PRC of industrial chemicals (1/6 
2701), miscellaneous chemical products (I/O 2704) and drugs (I/O 
290 1) amounted to approximately $52 million. Among industrial 
chemicals, leading imported products were ammonium molybdate, 
antimony oxide, potassium permanganate and barium chloride. 
The bulk of imports of miscellaneous chemical products was ac- 
counted for by fireworks, turpentine, inedible gelatin, and distilled 
and essential oils. Menthol, natural drugs, and natural alkaloids 
were the leading imported drug products. Although these catego- 
ries are not considered import-sensitive based on the criteria pre- 
sented above, U.S. manufacturers have complained that some PRC 
chemical products have been sold in the U.S. market at less than 
their fair value. 43 v _ 3 _ 

According to our estimates, had the PRC enjoyed MFN status in 
1979, U.S. imports of these chemical products would have exceeded 
• actual imports by about $5.5 million, or 10 percent. Employment 
opportunities would have been reduced by approximately 120. If re- 
straints on apparel imports are considered, employment opportuni- 
ty losses attributed to MFN tariff treatment are reduced* from 120 
to 90. GSP duty-free treatment of eligible imports would have gen- 
erated additional imports of approximately $2.2 million, or 4 per- 
cent. The impact of GSP duty-free treatment is relatively small 
since the key miscellaneous chemical products shipped by the PEC 
in 1979 (fireworks, inedible gelatin and most distilled and essential 
oils) are not extended GSP duty-free treatment. Moreover, the 50 



43 In response to a complaint filed by a U.S. firm, the U.S. InternafJonal Tx^e-Cornmission 
' ruled in July 11)80 that there was reasonable indication that imports of natural menthol from 
the PRC, allegedly sold at less than fair value (LTFV), were materially mjiirmg or threatening a 
domestic industry. See U.S. International Trade C^mmissiofl^Menlhol From Japan and^the Reo, 
Pie's 1 Republic of China. Publication 1087 (Washington: USITC, July I980J. I n early 1981. the 
0 S IX'partme: ♦ of Commerce ruled that natural menthol from the PRC was be i ng sold m the 
U;S- at CTKV and estimated a.du m ping_margin of 13,5 percent. Federal Register Q 4G:H > <Janua*y 
14 19.81), pp 3258-61. However, as a result of a' final investigation, in June -I98I_the_XJ5I JX« . 
changed its earlier determination and ruled thai -natural menthol imports from the PRC were 
not materially injuring adomeatic.industry, thereby term/mating ; the case. See U.b.^nt^nation- 
al Trade Commission. JVlenthol from the People s Republic of China, Publication U;>1 fWa^ing 
ton: USITC, June 1981). Charges of Chinese dumping of chemical products have not been limited 
to menthol. In response to a Federal Register request for information on the probable economic 
effect on domestic industries of. designating the PRC as a beneficiary under the U.S. Program 
an official of the Chemical Products Corporation of Cartersville, Georgia,- suggested £ha£_s^veral 
products from the PRC were being sold in the U.S^af LTFV and indicated that a petition for a 
dumping investigation against the PRC on barium chloride was Under consideration. Letter 
dated March 4. 1981 in Public Docket, U.S. International Trade Commission, Investigation 3A2- 
129. 
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percent competitive nwd rule would have curtailed duty-free im- 
ports by approximately three-quarters, so that increased import 
demand attributable to GSP would have been of the order ot 
$541,000, or 1 percent of actual 1979 trade. 

Furniture and Wood Products 



Furniture and wood product imports from the PRC in 1979 in 
two import-sensitive categories- amounted to about $22.8 million. 
Furniture and fixtures (I/O 2307) irnpbrts, _primaHly^ furm^ure 
mad 4 * from anspun vegetable materials, were valued a£ approxi? 
mately $2 million; More important were imports of lumber and 
wood products (I/O 2009), which amounted- to approximately $20.8 
million. The leading lumber and wood products imported from the 
PRC in 1.979 were baskets of bamboo, willow, and rattan, other 
household articles made from unspun vegetable fibers*' and wood 
blinds. Wooden clothespins imports from the PRC amounted only 
to $21,000 in 1979: ;■ 

The estimates suggest' that had PRC imports been dutied at MFN 
\tariff rates in 1979,- furniture and wood-produflj imports would 
\have exceeded actual values by about $8.8 million, or 39 percent. 
^Approximately 190 employment opportunities would have been lost 

this* industry. 44 Further, had these imports been subject to GSP 
<^uty : free treatment, imports would have increased by an additional 
$5:7 million, or 25 percent. The competitive need exclusions on 
lumber and wood product imports would have reduced the increase 
inUmports attributable to GSP duty-free treatment by mor§ than 
one-half, to $2.7 million, or 12 percent. 



*Mn estimating Ehe_trade_ effects. of_ tariff reductions, potential . restrictions on _ imports of 
clothespins from the PRC have not been considertid for the following, reasons: 1) the three-year 
global quotas on clothespins have not been filled in either of the first two quota years (For the 
first quota year, February I J)7 9- February 198^ percent of the quota wasv"Ued;_fof_tlie 
secund y^ar, February 1 980 to February- 198 1 , 85,8 percent of the quota was fil led); 2) the share 
of the U.S. clothespins import market held by the PRC has fallen precipitously, from around 25 
percent in 1977 to I 7 percent during the first quota year and around i b percent in the second 
q u o La _y eiir ; an d 3) in _ vie_w_ _o£!_t he Jjbo ve, the v e ry_ small es ti ma ted u rirestri cted 1979 i m po r_t 
change of\$3,P_00 resulting from MFN extension could have been easily accommodated in the 
quotas. Clothespins are not extended GSP duty-free treatment. 
) The hist&ry of the cldthespLns^xiuofa^iaJwhich fhe_ PRC -played a prominent _role, La worth re^ 
co u n t in g. In M ay 1 97 H , t he C 1 o tn es p i n and Yen ee r Prod u c ts ^ssoc i a t i on fi 1 ed a pe t i ti on for 
import relief on behalf of domestic clothespins manufacturers under Section 406 of the Trade 
Act of 19741 The petitioners alleged thai clothespins imports from three non-market, economies 
Ithe J'eople's Jieputilic-dX Chiria^Poland _imd_ RomaniaL were causing market disruption with re- 
spect_to like products produced by the domestic industry. In August 1978, the U.S. International 
Trade Commission reported to the President that clothespins imported from the People's Repub- 
lic bf ChiriaTSvere creating -market jdisrupti^ Romania; 
were . n o t, Th e Com m j ss i on e rs _ r eco m me nded _ t hat _ th e P res id en t gran t _ i mpjMt re 1 i e f in the fo r m 
of 5-year quotas on clothespin^ imports from the PRC. -tkS. International Trade Commission, 
Clothespins from the People s RepuhliG of China, the Polish People's Republic and the Socialist 
Republic of -Rojt^a^ PiibJicati0n 9u^ reviewing the Commis- 

sioners' recommendation, the President determined in October 1978 that the provision of import 
relief would not be in the national economic interest. The President's determination appears in 

Federal Register 43:192 (October 3, 1978), p. 45547. 

Meanwhile in July 1978 the USITC instituted on its own motion an investigation under Sec- 
tion 201 of the Trade Act of 1974 (escape clause provision) to determine whether imports- of 
clothespins from any source were injuring or threatening a domestic industry. In December 
1978, the Commissioners* deter mined, that serious injury to the domestic industry existed and 
recommended import relief in the form of a 5-year global quota on specific types of wood and 
plactic spring clotKespms. U.S- International Trade Commission, Clothespins, Publication 93$ 
(Washington: USpTC, 1979.) In February 1979* the President ^aJntfed imports reli ef inu the fofm Of ^ 
thre^^eah-global* quotas. The Presidential proclamation is reprodu^sd in Federal Register 44:39 
(February 26, 1979), pp. 10^73-10975. 
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Footwear 

Both the rionrubber and rubber segments of the domestic foot- 
wear industry have been adversely affected by imports in the past. 
In 1979 U.S. footwear imports -from the PRC amounted to almost 
$14 million. Rubber footwear (I/O 8202) imports of approximately 
$11.7 million were composed almost exclusively of Oxford-height 
mens and women's shoes. Imports of thonged rubber sandals (zoris) 
amounted to only $2,000 in 1979; Nonrubber footwear (I/O 3402) 
imports: of about $2.5? million were primarily accounted for by 
men's and women's cement-processed footwear and men's work- 
shoes. ..... 

Our estimates indicate that MFN tariff treatment of PRC im- 
ports during jjP79 would have generated an additional $8.8 million 
worth of footwear imports, an increase of^ni percent. Imports of 
this magnitude would have eliminated 251 employment opportuni- 
ties in the industry. Duty-free treatment of GSP-eiigible imports 
would have had a negligible ($1,000) effect on imports, because 
rubber and leather -footwear imports, with the exception of zoris, 
are not eligible for GSP duty-free treatment. 

Food Products 

r ' U.S. imports of food products from the PRC in 1979 in two impor- 
tant categories were valued at $8.5 million. Imports of food -prep- 
arations (I/O 1432), primarily of honey, were valued at $6.8 million. 
Also significant were_i_mports^ of sugar, bean cakes, seaweeds, 
shelled peanuts and vinegar, imports of canned fruits and vegeta- 
bles (I/O 1409), primarily canned water chestnuts, -mandarin or- 
anges, and mushrooms, accounted for $1/? million in 1979, 

According to our estimates, reduction T>f tariffs to MFN rates on 
food product imports from the PRC would have led to an increase 
in 1979 impor_ts_of $674,000, or about 8 percent, and a reduction of 
8 employment opportunities in these sectors. Particularly impor- 
tant vv_ould__ha_ve been import increases in two import-sensitive 
products, canned mushrooms 45 (36 percent) and honey 46 (6 per- 
cent). Duty-free treatment of GSP-eiigible imports in the two cate- 
gories would have increased imports by an additional $125,000, or 1 



«*Jn M irth J ( )Slt the American Mushroom Institute filed a petition wuh the U.S.Jnternalion- 
al Trade Commission seeking import relief under Section 201 of the Trade Act. qTA^iA .with ^ re- 
spect to imports or canned mushrooms; This petition was the latest in a series of unsuccessful 
efforts Jii rice l!M4_hy „the canned mushroom industry to obtain relief from imports. In August 
19.80 the US1TC determined that canned mushrooms were being miported in such large quanti- 
ties as to be a substanial cause or threat of injury and recommended relief Jn the form oT three- 
yea r quotas. During the earl y part of th e period. analyzed by the U S1TC, i m ports from the KKL 
WX» re -negligible- For January-May J 980, however, a period which includes four months of^r-N 
treatment, the PRC's share of imports rose sharply to 5.6 percent See ^ International Irade 
Coromisjion, Mushrooms, Publication 10H9 iWasHingtom US1TC. 198G). Acting on the USITC rec- 
ommendation; the President granted relief for the industry, but selected higher tarifTs rather 
than-cuotas. Effective' November 1. 1980, the MFN'^arifT on imported mushrooms was raised 
from 132 percent AVE to 33. 28 and 23 percent AVE for each of the three years. See Federal 
Register 45:207 (October 23; l98OJ + p: 70aBl. These higher tariffs tend to erase the import-creat- 
ing impact, for the PRC of lower MFN tariffs on mushrooms. - - 

4,1 !_n June 1976, the U.S. International-Trade Commission reported that honey was being im- 
ported in such quantities as to be a substantial cause of the threat of serious I nj : ury to the do- 
mestic industry and recommended relief in the form cf tariff-rate quotas to be; in efTeet^URtil 
December 3U 19L'0. See U.S. International Trade Commission, Honey (Washington: UbI ru, 
1976) However, in August 497G, the President determined that import relief was not m^the na- 
tional economic interest. The Presidential memorandum is reproduced in Federal Register 
41:171 (September 1, 1976). pp. 36787-8. 
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percent. It should be noted that honey, seaweeds, canned mu.sh- 
rooms_and mandarin oranges, and shelled peanuts, some of the 
leading PfiS food products shipped to the United States in 1979, 
are not extended GSP duty-free treatment. 

Leather Products 

U.S. imports of miscellaneous leather products (I/O 3403) in 1979 
consisted primarily of leather gloves. Other important products in- 
cluded in this import-sensitive category were luggage, handbags 
and flat goods of leather or textile materials, and wooden boxes, 
either unlined or lined with textile fabrics. 

In J 97? t imports from the PRC in I/O 3403 were valued at about 
$3.2 million. Our analysis indicates that had miscellaneous leather 
products imports from the PRC been dutied at M FN rates in 1979, 
they would have exceeded actual values by $1.9 million, or 60 per- 
cent, and reduced employment opportunities in the industry by 
around 80. GSP duty-free treatment would have added $91,000 
worth of imports, or 3 percent. 

Ceramic Products 

In 1979, the PRC shipped to the United States ceramic products 
valued at approximately $2.8 million. Imports of food utensils (I/O 
3607), consisting primarily of household and restaurant ceramic ta- 
bleware and earthenware, were valued at $1.8 million:- Imports of 
other pottery products (I/O 3609), such as ash trays and household 
decoratiye articies, were valued at about $1 million. 

Representatives from the ceramic industry and unions recently 
appeared before the U.S. International Trade Commission to argue 
that their industry was adversely affected by imports from the PRC 
and would be further injured if the PRC were granted eligibility in 
the U.S. GSP program. 47 Our simulations suggest that their con- 
cerns may be justified. : 

Our analysis indicates that had ceramic products been dutied at 
MFN 'rates in 1979, U.S. imports would- have exceeded actual im- 
ports by $3.3 million, or 116 percent, and 100 employment opportu- 
nities would have been lost. This more-than-doubling of imports 
would have resulted from the combination of substantial tariff dif- 
ferentials between column 1 and column 2 rates and a high elastic- 
ity of import demand. Elimination of duties on GSP-eligible items 
would have added another $1.6 million-worth of imports, or 57 per- 
cent. Virtually the entire (98 percent) increase in imports brought 
about by the GSP duty elimination would have occurred in the pot- 
tery category (I/O 3609) since, with minor exceptions, ceramic food 
utensils are not eligible for duty-free treatment under the GSP pro- 
gram. 

i. 

' Jewelry' 

Jewelry (I/O 6401) imports from the PRC in 1979 of approximate- 
ly $2*5 million consisted primarily of precious and semiprecious 



Sev statements before the USITC on behalf of the Stone, (Jliws a nUClajL Coordinating Com- 
mittee *the American Diiinerwiire_Kmer£ency Committee, and the American Restaurant China 
Council. Investigation M2-m April '22, HW1. * * 
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stones, gold-plated household wares, gold rope necklaces, and other 
personal jewelry. Stainless steel flatware imports were relatively 
insignificant, amounting to approximately $35,000 in that year. 
With the exception of stainless steel flatware, products in this cate- 
gory do not have a high degree of import sensitivity; 
_ Our model indicates that MFN tariff treatment of jewelry im- 
ports from the PRC. in 1979 would have increased imports in this 
category by $2.3 million, or 91 percent, with a reduction in employ- 
ment opportunities of 65. Duty-free treatment of GSP-eligible items 
in 1979 could have increased imports by an additional $208 million, 
or 108 pen- .Tit. However, competitive need limitations would have 
scaled back the increase in imports attributable to GSP to $1.9 mil- 
lion, or 75 percent: For stainless steel flatware, MFN tariff treat- 
ment would increase imports by $40,000 or 131 percent and GSP 
duty-free treatment would generate an additional $50,000 of im- 
ports, a 143 percent increase. 

Feathers, Plumes and Artificial Flowers 

In 1979, total U.S. imports from the PRC of feathers, plumes, and 
artificial flowers (I/O 6406) were valued at about. $2.4 million. 
Feathers and down imports accounted for roughly 87 percent of the 
value of imports in this category, and feather dusters for an addi- 
tional 5 percent. _ _ :__ . irkr , 0 

Had imports from the PRC been subject to MFN duties in 1979, 
imports during that year would have exceeded actual values by 
$2.9 million, or 123 percent,- and employment opportunities, would 
have contracted by about 50. Duty-free treatment of GSP-eligible 
imports would have added approximately $1.5 million worth of im- 
ports in this category, or 61.6 percent of actual 1979 imports. 

Miscellaneous Manufactures 

Among the principal-imports of miscellaneous manufactures (I/O 
6412) from the PRC in 1979 were beads, candies, umbrellas, shell 
products, human hair, and wigs of human hair. Miscellaneous man- 
ufactures' imports in 1979 amounted to approximately $L5 million 

Results of simulations with our model indicate that MFN tariff 
treatment of miscellaneous manufactures from the PRC in 1979 
would have increased imports by $982,000, or 64 percent. Approxi- 
mately 35 employment opportunities would- have been lost. Duty- 
free treatment of GSP-eligible items could have added imports of 
$763,000, or 64 percent. : - 

To summarize the industry results,_our analysis suggests that the 
increases in imports attributable to MFN and GSP tariff reductions 
on PRC foods are ameliorated by import restraints and GSP com- 
petitive need limits. However, this is riot the case for ceramic prod- 
ucts imports. The domestic ceramic products industry appears to be 
most vunerable to increased imports due to the tariff cuts.- 

An examination of the characteristics of workers in the tariff- 
sensitive industries in Table 6 indicates that systematic differences 
exist between these workers and the average worker in the manu- 
facturing sector: The average hourly wage rate of workers in these 



263 

industries (in 1979) -was $4:99 compared to $6.69 for the manufac- 
turing sector as a whole, 48 ....... 

These industries employed a disproportionately large percentage 
of females (55.4 percent), than did the manufacturing sectpr as a 
whole (29.4 percent), and a slightly larger proportion of minority 
workers (10/7 percent), compared to the manufacturing average 
(10.1 jjercent). 49 Workers in these industries are less likely to be 
members of a union than the average worker in manufacturing 
(43.9 percent compared to 50 percent; 50 None of these tariff-sensi- 
tive industries can be considered to employ, on average, relatively 
high-wage workers. Therefore, any costs associated with the reduc- 
tion of employment opportunities in these tariff-sensitive industries 
are likely to be borne by workers in the lower-skilled segment of 
the labor force: Furthermore, since the adverse effects of the tariff 
reductions on PRC goods tend to be concentrated in industries 
which are already sensitive to trade, the reductions in employment 
opportunities may affect workers in industries which, in many 
cases, have already experienced reductions in employment opportu- 
nities due to trade. 

(Ill) SECTORS WHICH MAY BE AFFECTED BY IMPORTS FROM THE PRC IN 

THE FUTURE 

The' review of the tariff sensitivity of the leading sectors in H.S.- 
PRC trade was based on the actual pattern of U.S. imports from 
the PRC in 1979. It is possible that there are certain commodities 
which the PRC does not currently export to the United States in 
significant amounts (because of prohibitive pre-MFN tariffs or other 
reasons) but which may be exported in large quantities in the near 
future. It is useful to speculate briefly on the product areas in 
which imports from the PRC may have an adverse effect in the 
near future. To do this, we have used the Finger-Kreiniru index to 
focus on the correspondence of PRC exports to France, Germany, 
Japan and the United Kingdom, with PRC exports to the United 
States. The basket of PRC exports to these other industrialized 
countries mav be indicative of the basket of products the-. United 
States might rnportfrom the PRC under a more " normal __trade 
pattern than prevailed in U.S.-PRC trade in 1979. European and 
Japanese trade with the PRC may be more normal in the sense 
that it better reflects PRC comparative advantage, MFN status, 
arid the "getting to know each "other" effect. i 

The results of the similarity index comparison of PRC exports to 
the United States with PRC exports to the four industrialized coun- 
tries are presented in. Table 8 for 1975-79. The iabie suggests that 
in any given year approximately 40 percent of PRC exports to the 
four industrialized_countries and to the United States corresponded 
to the same categories. The important question raised by Table 8 is, 

« H Average hourly wage rates for each industry for 11)79 are published in U.S Department of 
Labor "Employment and I Earnings," vol. 27, No. 3. March 1980. The data are weighted averages 

using i € .>7(> employment levels as weights. n ^~ nn * ar 

'- '"Data on the den^graphic composition of employment were 

Cojrimerce. "Census of Population, 1070, Subject Reports: Industrial Characteristics (Washing- 
ton: U.S, Government Printing Office, 1972). 

so Data on unionized workers as a percentage of the work force are taken from hreeman and 
MedbfT<I979): 
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what commodities did the PRC export to Europe and Japan that it 
did not export to the United States? 

TABLE 8. — SIMILARITY OF PRC EXPORTS TO THE UNITED STATES WITH SELECTED WESTERN 
EUROPEAN COUNTRIES 1975-79 





Coontrv 


1975 


1976 


1977 


1978 


1979 


France 




41:8 


42.1 


47.8 


46.5 


39.6 


West Germany 




35:7 


44.7 


53.0 


46.5 


39.7 


Japan,™ 




;;;;;;;:;;;;::::;;: 21.8 
36.5 


25.3 
40.9 


24.8 
45.3 


27.3 
42.1 


43.3 
33.5 


United Kingdom...... 



















Table 9 lists the top ten commodities for which PRC exports to 
the United States and to the comparison group were dissimilar in 
1979. That is, the 4-digit SITC commodities listed in the table corre- 
spond to those categories in which PRC exports to the United 
States were negligible while those to the four reference countries 
were substantial. The commodities in the list are primarily food 
products and raw materials (hydrocarbons, fur^ins, jute and silk 
products). Few of these items would be considered sensitive prod- 
ucts in the United States.* 1 However, there are some manufac- 
tured products items on the list which could have an adverse effect 
on U.S. import-competing industries. Thus, clocks, tools, certain 
chemicals, paper products, arid a number of textile and apparel 
items appear to be important in the trade of European countries 
with the PRC and may become more prominent in exports to the 
United States in the future. 

In addition to the results of the similarity index, we have also 
examined assessments on expected imports from the PRC-prepared 
by industry officials and reviewed fragmentary data on PRC capac- 
ity, to produce certain products for export. In what follows we use 
these indicators to discuss several product sectors which may be ad- 
versely affected by imports from the PRC in the near future. It 
should be stressed at the outset that this section is speculative and 
the evidence presented should be interpreted with caution. 

Table 9:— Top 10 commodities where PRC exports to the United 
States were not similar to PRC exports to other selected industrial- 
ized countries, 1979 



France* Commodity description SITC 

Aluminum and aluminum alloys, unwrought 6841 

Coal 3214 

jute::::::::::::::::::::::::::::....:: ~ - 

Groundnut oil.. .... .... ^14 

Woven fabrics of artificial fibers bogb 

Furskiro 6130 



- 51 The PRC would not be able to export furskins to the United States. Effective August 31, 
195U_the United States prohibited _t he importation of ermine, fox, kolinsky, marten, mink, 
muskrot and weasef furskins, (the so-called "seven deadly skins") dressed- or Undressed,- pror 
duced in the PRC. See U.S. International Trade Commission. "Tariff Schedules of the United 
States Annotated (1981)," Publication 1111 (Washington: USITC, 1980), The prohibition, con- 
tained in sec. 11 of the Trade Agreements Extension Act of 1551, has also been in efTec^ince 
* Jan". 1, 1952 for the same products originating from the U.S.S.R: 
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Table 9.— Top 10 commodities where PRC exports to the United 
States were not similar to PRC exports to other selected industrial- 
ized countries, 1979 — Continued 

Commodity description SITC 

Leather^^ • 6119 

Fur clothing : jg2Q 

Clocks „* M „*. Mwm „. , 8642 

Printed cotton fabrics • • 6522 

West Germany: 

- Furskins 613 0 

Furskins; undressed :.:::..::::.:.....:................ 2120 

Tapestries:...::::..:.::::.:::.:::::.::::.::.:::....::..."" • •• • 6577 

Hand tools . 6952 

Green ^Quridriu4s....™~..::.~:::.:...: ;::.:::::.:...:............................... 2211 

Woven fabrics of artificial fibers ..:..::.::.:.:.:::.:..::...::....::................................. 6536 

Fresh or dried vegetable products, - 0548 

Frozen vegetables ..........................:...::::...:.:.::::::.:..:::::..::...::.:..:. 0546 

Cereals, unmilled ....... .........................:.:.....::.:..:::..:::::.:. 0459 

Cocoa butter and cocoa paste 0723 

Japan: 

Quartz^ mica, feldspar, fiuorspan • 2765 

Fish^ salted, dried, or smoked 0312 

^Hydrocarbons Son 

Furskins..,..,..,,,.,,.,,.. : 613Q 

Beans, peasrlentils ••••• 0542 

Green ground natsrr^^...^.. •— 2211 

Froze n vegetables ............ r. . - . ». 0546 

Bones, ivory, horns, hoofs...... 2911 

Cereals, unmilled J....^.. 0459 

- Soya Beans. ..:.......::.:...:.:::...::.::::. :::..:..:..""-................ *>} 2214 

United Kingdom: _^-.p .... _ . _.- s 

Furskins, . \- ......... ~ -gdg 

Chemical products and preparations ..:::::....:::.:.:.:.:....::..:.....::^^....r... ;....*:.-.^ 59^^ 

Sheep's and lamb's wool.. .....,..............:...::....:::.::.:::::.::::..:::::::................... \^ 2621 

Machine-made paper and paperboard ................:.....:.....:....::::....::.::::.::................ \6415 

Fresh or dried vegetable products ............:.....:...::.::::.::.:::.:.:.::.:...... 0548 

Nitrogen-function compounds ............:...:::::..::::::::::::..::. 51|7 

Cereals, unmilled nettX 

Hay_ and fodder; green or dry J^** \ 

Sheep's and lamb's wool, deceased......... •. |622 

True hemp and true hemptow and waste.... 2652 

Bicycles and parts.— The bicycles and parts industry (I/O 6105) 
has been sensitive to imports in the past (the industry is listed as a 
sensitive sector in Table 3X However,, our simulations did not iden- 
tify this industry as sensitive to MFN or GSP tariff reductions pri- 
marily because imports to date have been very small. Nevertheless, 
there is little question that the PRC has the potential for substan- 
tially increasing its shipments to the United States. As a country 
where bicycles are a common mode of transportation, the PRC ap- 
pears to have the capacity to produce bicycles for export on a large 
scale. There is some evidence that, in preparation for developing an 
export market, t_he_Chiriese have begun- to style their products to 
compete in Western Europe and the United States.. The_ Bicycle 
Manufacturers Association of America recently tet'Ified before the 
USITC about its concerns regarding potential imports from the 
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PRC, particularly if complete bicycles were made eligible for 6SP t 
duty-free treatment/*' 2 

...Stainless steel flatware.— As is discussed in the previous section, 
U.S. imports of stainless steel flatware from the PRC in 1979 
amounted to only $35,000. Although these imports were quite sensi- 
tive to tariff reductions (extension of MFN tariff would have in- 
creased imports by 131 percent; GSP duty-free, treatment would 
have generated an additional 151 percent increase in imports), the 
overall impact of imports from the PRC was deemed to be very 
small in view of the insignificant trade levels involved- 

However, according to press reports, over the next five years the 
PRC plans to increase its production capacity of stainless steel fiat- 
ware and to triple its 1979 volume • of exports to the United 
States. 5 -" Such an increase could have a negative impact oh the do- 
mestic flatware industry, an industry which Ji as been adversely af- 
fected by imports in the past (see Table 3) and which received 
import relief in the 1960s and in the early 1970s. 54 

Electronic products: The PRC has reportedly entered into several 
joint ventures with foreign companies to produce electronic prod- 
ucts. Over the next few years, electronic components and.domestic 
electronic products produced by these enterprises may return to 
the investing countries, including the United States. The Electronic 
Industries Association has testified in opposition to designating the 
PRC as beneficiary for the U.S. GSP program, arguing that such a 
move might further encourage the PRC to enter into joint ventures 
in the electronic products industry. 55 - . \ 

Industrial fasteners.— Our simulations, based on 1979 data, did 
not identify the industrial fasteners industry as one which would 
be sensitive to tariff reductions on PRC imports. Several factors are 
responsible for this. Firstrrm comparison with other sectors, non- 
MFN tariff rates for fasteners are generally low (for instance; . 3 
percent ad valorem for iron washers, 4.3 percent for machine 
screws, and about 16 percent for bolts and nuts) and therefore dif- 
ferences between MFNand non-MFN rates are smalL Second, 
escape clause relief granted to the industry in early 1978, in the 
form of a three-year increase jn MFN tariffs for iron or steel bolts, 
nuts and large screws, further eroded the difference between MFN 
and non-MFN rates. 56 Thirds as a result of the relief action, nuts 
and bolts were removed from the list of GSP duty-free eligible 

Statement before the U.S. International Trade Commission on behalf of the Bicycle Manu- 
facturers Association of America, Investigation 332- 123, Apr, 22, 198K _ - n 

" Lawrence Fairhall, "Chinese Flatware May Impact Market," The Journal ol Commerce 

lD ^ The Snle^ steel 'flatware industry received import relief in the form of a ^ ri f ra ^5 U0 I t J 
frojn November 1959 through October 1967 and from August 1971 through-Septemhei^lflTfi. In 
Mav 1978, the USITC found that the industry was being injured by imports and recommended 
that relief be provided in the form of 3-year tariff-rate quotas. See U.S. '^"ational Trade 
Cb^iS^'Stainliss Steel Table Flatware," Publication 884 (Washington: USITC. -1978). How- 
ever, the President denied relief for the industry on the -grounds- thaiL it would not be in the 
national economic int* est. The Presidential decision is in Weekly Compilation of Presidential 

! >i ?^tei^ of the Electronic Industries Association, Investiga- 

For ^rep^rt on^e Ljurr investigation, findings and relief recommendation, see U.S. Inter- 
national Trade Commission, Bolts, Nuts and Large Screws- of- Iron or Steel, Publication 847 
(Washington- USITC 1977). The Presidential proclamation of relief appears in the Federal Reg- 
ister 44:5 (January 8, 1979), pp. 1697-1699. 
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products. 57 Significant differences between MFN and non-MFN 
rates may develop, however, should relief not be renewed after it 
expires on January 5. 1982, since tariffs will revert ta lower pre- 
relief MFN levels and items may be replaced on the GSP-eligible 
list. 58 



V: Summary and Conclusions 

The purpose of this study was to determine the impact on U.S. 
imports and employment of normalized U.S.-PRC trade relations. 
The study presents both aggregate and industry-specific estimates 
of the impact on U.S. imports and employment of granting the 
PRC both MFN and GSP status during 1979. This was done, given 
some restrictive assumptions, by estimating the amount by which 
U.S. imports from the PRC would have exceeded their actual 1979 
values as a result of tariff reductions associated with MFN and 
GSP treatment. 

The estimates are based on an elasticity approach. A basic, as- 
sumption underlying the model is that the supply of PRC exports is 
perfectly elastic. The resulting estimates pertain to total trade ex- 
pansion. That is, they include both trade creation and trade diver- , 
siori.Jn the absence of reliable estimates of the elasticity of substi- 
tution between imports from the PRC and imports from other 
sources, and between imports from the PRC and domestic produc- 
tion, it is assumed that the increased imports from the PRC dis- 
place domestic goods on a dollar-for-dollar basis: 

The results suggest that in 1979, U.S. imports from the PRC 
would have exceeded actual imports by approximately $134 million, 
or 25 percent, had PRC imports been dutied at MFN rates through- 
put the year. The industries most affected include ceramic prod- 
ucts, footwear and textiles and apparel. This translates into a loss 
of approximately 8600 employment opportunities in the United 
States: The increased imports in the textile and apparel industry 
alone would account for approximately 4600 fewer employment op- 
portunities. Had the PRC also enjoyed country-beneficiary status 
under the U.S. GSP program during 1979, U.S. imports from the 
PRC would have exceeded actual and MFN imports by 22.2 million, 
or 4.2 percent. For this ceramic products industry, additional im- 
ports of approximately 48 percent of actual 1979 trade would have 
been generated by GSP. For the furniture and wood products in- 
dustry the increase would have been 25 percent. 

The employment estimates resulting from MFN and GSP status 
presented in this paper- are job opportunities, and are not 
ily changes in actual employment. Normal industry growth, labor 
force turnover and increased exports to the PRC may offset job op- 
portunity losses in many industries. 



57 Representatives of the industrial fasteners industry recent appeared before the USJTC to 
oppose extending GSP benefits to the PRC, See statements on behalf of the Industrial ^teners 
Institutejand Wrought Washer Manufacturing Company, Investigation^ ApnL^.nuu. 

*»It should be noted that on June 30, 1981, the United States Fasteners Manufacturing 
Group the United Steelworkers of America, the International Association of Machinists and 
Aerospace Workers, the United Automobile,. Aerospace and ^lcultu 

America and the Industrial Union Department of the AFI^CIO petitioned^he UA Internation- 
al Trade Commission under section 203UX3) of the Trade Act of 1974 to advise the President of 
its judgment of the probable economic effect of terminating relief. 
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The import and employment estimates are upper-bound esti- 
mates, because they ignore sey era 1 facto rs w hi ch m igh t p reyent i m - 
ports from increasing; The most notable exceptions are import re- 
straints on textiles and apparel and competitive need criteria 
which limit certain items under-the GSP program: If we incorpo- 
rate the quantitative limits on PRC apparel exports, the 1979 trade 
expansion due to MFN becomes $68 million or 12.9 percent of 1979 
trade and the employment effect drops from 8600 to 3740 job oppor- 
tunities. Introduction of the competitive need limits _on GSP im- 
ports reduces trade expansion to $14.2 million or 2.7 percent of 
1979 trade. \ . 

In order to estimate the potential for PRC exports to the United 
States to displace third country exports, an ^ index developed by 
Finger and Kreinin is used to measure the similarity of PRC ex- 
ports _to the United States to exports of other LDCs exports to the 
U S. market. The rationale behind the use of the index is that the 
greater the similarity in the baskets of goods exported to the 
United States from the PRC and other countries, the greater is the 
probability that PRC goods will displace other countries' exports to 
the United States. A major problem in utilizing the similarity 
index, however, was that it was not possible to compare PRC and 
other countries' exports based on "systemic similarity" or MFN 
^status. Despite these drawbacks,! we believe the similarity index 
can provide considerable insight into the countries and commod- 
ities which may be displaced by "normal" U.S.-PRC trade. 

Selected Bibliography 

Aho, C M: and birr, J. A. (1081). "Trade-Sensitive Employment: Who Are the Affect-"' 
ed Workers?." .Monthly tabor Review. (February): 29-35, 

Baldwin, R: E (1976): "U:S. Tariff Policy; Formation, and Effects,'' Office oi Foreign 
Economic Research, U.S. Department of Labor. (Washington. P.C ,)._ ... 

Bayard, T:, Orr, J., Pelzman, J. and. Perez-Lopez, _J,_( 1981 ). "MFN Tariff Treatment 
of Imports from China: Effects on U.S. Employment," Journal of Policy Model- 
ing. m):',m-T3. _ " ' _ 

Clark, William W: and Avery,. Martha. 1.19.751. VThe Sino-American Commercial Re- 
lationship," in Joint Economic Committee, VChina: A Reassessment of the Econ- 
omy." (Washington: U.S, GPO). .... ... 

— (I97S): "The Sino-American Commejxial^ Relationship,'* in Joint Economic 

Committee, ."Chinese Economy Post-Mao^vol, 1. .(Washington: U L S. GPO). 

Eckstein; A. (1966). "Communist China's Economic Growth" (New York: McGraw- 

.. Hill). __ • ' 

Finger, J. M. and Kreinim.M, (1979J. "AMeasure. of Export Similarity and its Possi- 
ble Uses," Eco nomic Jou rn a 1 .89 ( December): 905-1 2. - ; 

Klein,. S. ( L9_70), ."Estimation, of Re-Exports Through a\ Rapidly Industrializing Entre- 
pot;- The. _Hong Kong-China Case," Paper presented at the Western Economic 
Association, .... _ \ . _ • 

Lincoln, P. T. and Kilpatrick, J. A. (1978). "The Impact of Most-Favored-Nation 
Tariff Treatment on U.S. Imports from the People's Republic of China," in Joint 
Economic Committee, "Chinese Economy Post-Mao." (Washington, D.C.:. U.S. 
GPO). ... \ r 

Pelzmaru_J. and. Martin, R. (1981). "Direct Employment Effects of Increased Imports: 
A Case Study of the Textile Industry/' Southern Economic Journal 48 (October): 
•J12-26. 

RaffeL H-, Teal, R. E., and McQueen, C. (1978). "The Impact of Most-Favored-Nation 
Tariff Treatment on PRC Exports," in Joint Economic Committee, "Chinese 
Economy Post-Mao."*(Washington, D.C.: U.S. GPO). 

Taylor, K. and Lamb, D. (1979). "Communist Exports to the West in Import Sensi- 
tive Sectors," In "Joint Economic Committee, "Issues in East-West Commercial 
Relations." (Washington, D.C.: U.S. GPO), 



^ — /w 



209 



United States International Trade Commission (1979). "Extending Most : Favored- 
Nation Tariff Treatment to the People's Republic of China," (Washington, D.CJ. 

Webb, H. R (1980) "Textile Negotiations with the People's Republic of China/; in 
N. T. Wang (ed.) "Business with China: An international Reassessment." (New 
York: Pergamon Press). 

Whisler, J. (1977). "Implications for U.S. Trade of Granting Most-Favored-Nation 
Treatment to the. People's Republic of China," U.S. International Trade Com- 
mission Publication 816 (Washington, D.C.). 



RECENT DEVELOPMENTS I£t CHINA'S FOREIGN TRADE 
PRACTICES, 1978-81 



By Liliana B. Monk and A. Jackson Rich* 



CONTENTS 



Page 

2ii 



I. Introduction: Recent Economic Policies : 

A. Post-Mao Modernization 

B: Readjustment. • 

- - C. Foreign Trade Policy 

II. Central Government Reorganizaton : v ...::..::.:::...... ................. 

A. State Commissions and Ministries 

B. Legal Institutions 

C. The Banking System....^ -. 

III. Decentralization of Foreign Trade^...^. 

A. Provincial Decentralization Policy 

1. Allocation of Funds 

2. Retention of Profits . .. 

3. introduction of Marketing 

4. I)esi^ation_oLPrior_ity Areas 

5. Special. ^.onomic_^nes_........^.. 

B. The Provincial Trade Infrastructure 

1. Import-Export Office.,.^ 

2. Foreign Trade Bureaus 

3. Foreign Trade Corporation....... 

- - -4. In vestment and Trust Corporations ......... 

C. Doing Business With China's Provinces and Muncipalities 

1. (pash and Carry Contracts 

2. Non-converitibnal Trade and Joint \Ventares 

IV. The Future of I^ehtralizatibri.......................^ 

A. Policy Goals ...... .......... 

B. The Guangzhou Trade Fair: Decentralization arid Recentralization 
in Action 

V. Conclusion • 



•The authors wish to thank Mary Porto, Eliza Good hart, arid Genevieve Dean for their 
assistance in the preparation of thiB paper. 



(210) 




211 



L Introduction: Recent Economic Policies 
A. Post-Mao Modernization 

The modernization plan that the Chinese jeadership announced 
in February 1978 included foreign involvement and participation in 
the form of equipment, machinery, technology imports and techni- 
cal services. This ambitious plan proposed 126 major projects as the 
centerpiece of a rapid,, heavy industrial development program. 
These projects required advanced technologies and equipment 
available only in the West. Thus, from its inception, the blueprint 
for development intricately linked modernization and foreign 
trade. - 

Since this article was drafted, the People's Republic of China has 
introduced a program of comprehensive government reorganization 
that will reach down to provincial and municipal levels. One of the 
most significant changes of this program has been the realignment 
of the foreign trade structure. A hew Ministry of Foreign Economic 
Relations and Trade (MFERT) has been created to formulate trade 
policy. This new Ministry has absorbed the functions of the former 
Ministry of Foreign Trade, the Ministry for Economic Relations 
with Foreign Countries, and the Import-Export Commission. Pre- 
liminary reports indicate that the MFERT will not alter basic for- 
eign trade decentralization directions and practices. Despite the ex- 
tensive government reorganization now under way, the authors be- 
lieve that the PRC will continue with its trade decentralization 
program along the lines begun during the 1979-81 period described 
below. — - — 

The reliance on foreign investment for development required re- 
laxing or redefining ideological and fiscal barriers to large scale 
foreign participation and involvement in China. For example, Chi- 
nese leaders would have to modify their long standing ideological 
aversion to foreign investment The need for new sources of foreign 
exchange prompted the leadership to modify their strong opposi- 
tion to long-term, low cost loans. In early 1978, Chinese leaders also 
began to promote more innovative methods of foreign trade, par- 
ticularly compensation trade, countertrade and some types of joint 
ventures. Efforts were made to increase overseas remittances and 
invisible earnings, and tourism was targeted as a priority industry. 

Another catalyst for expansion of the economy and foreign trade 
was normalization of relations with the United States, announced 
on December 15, 1978 and implemented on January 1, 1979. This 
led to a tidal wave of American firms seeking business opportune — 
ties with China, although many large firms had been doing busi- 
ness there since the reopening of relations in February 1972. 

B Readjustment 

China's expansive economic policy of early 1978 immediately ran 
into difficulties when the_lead_ership realized later that year that 
China could neither afford nor manage such a program., Npn^the- 
* less even as the leadership was reassessing economic development 
and foreign trade in the fall of 1978, foreign trade organizations 
and ministries began a=rush to sign protocols and comprehensive 
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agreements with foreigners; in 1978, contracts totalling $7.8 billion 
were sighed with the West. 

Comprehensive readjustment, led by then Vice Premier Deng 
Xiaoping arid a groirp of other economic leaders who were dubbed 
"the pragmatists'^ was a result of a Standing Committee Meeting 
decision in December 1978 to revise China's economic program. The 
Chinese leadership recognized that China was overcommitted to 
modernization, which over 10 years would have required some $140 
billion of capital investment of which $60 billion would have come 
from the West. Readjustment was central to the government's 
effort to regain control of heavy industry development, and particu- 
larly of modernization's most visible part, foreign trade: New meth- 
ods of directing, implementing, and controlling modernization and 
foreign trade were necessary. This paper will attempt to describe 
decentralization as it applies to foreign trade. 

C. Foreign Trade Policy 

Readjustment in foreign trade was marked by the suspension in 
February, 1971) of nearly 60 contracts, worth $2.5 billion, for major 
petrochemical plants. Most of these contracts had been signed in 
December, 1978 and were awaiting high level governmental ap- 
proval. Many of the suspended contracts were subsequently rein- 
stated by May, 1979. The vacillation of contracting procedures 
pointed up two major, difficulties facing the leadership, namely, 
jack of finances and the inefficient and cumbersome government 
bureaucracy. 

The new era of trade decentralization and, concurrently, modern- 
ization, began in June, 1979, wjien the National People's Congress 
restated trade policy as the use of various reasonable forms of ab- 
sorbing foreign funds: This rather vague policy statement was in- 
ter p re ted as permitting a_ wide y a r ie ty of ^^^TfiJ government and 
provincial organizations to engage in foreigfts^rde. Until this Pan- 
dora's box was opened, foreign trade had been the exclusive 
domain of the Ministry of Foreign Trade working through its for- 
eign trade corporations. But after June 1 979, foreign trade policy 
responsibility was increasingly challenged by other ministries anr 1 
central government organizations. This policy debate over who 
should control foreign trade and the foreign exchange it generates 
conti nues una ba ted , and m ay only be resolved by leadership 
changes at the highest level of the government. 

II. Central Government Reorganization 

4. State Commissions and Ministries 

Modernization sparked the reorganization of the central govern- 
ment. One of the first stages of ^reorganization- was to reconstitute 
or establish a number of State Commissions. Before 1978, the Chi- 
nese had only four State Commissions for industry. Since then, 
eight State Commissions have been formed. Three of the eight es- 
tablished after the National People's Congress in June 1979 had 
major roles to play in economic, trade, and commercial matters, 
namely, the Finance and Economic Commission (July), and the For- 
eign Investment and Control Commission and the Import-Export 
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Commission (August). The Foreign Investment, arid Control Com- ,j 
mission (FICC) had the same staff as the Import-Export Commis- ' 
sion. As the Import-Export Commission, it controlled access of do- 
mestic organizations to foreign (exchange: Wearing its FICC hat, it* 
reviewed and passed approval on investment by foreigners and con- 
tractual obligations made by Chinese organizations with foreigners. 

Other State Commissions were \ established for apiculture, 
energy, and machine building industries. These were supra-minis- 
try agencies that had their own planning and foreign trade author- 
ity and interests. Administratively, they were equivalent to the tra- 
ditional State Commissions. The new State Commissions were 
formed to cope with large projects and development proposals that 
did not fit efficiently into the existing bureaucratic structure. For 
this reason considerable reorganization occurred in the Ministries 
they controlled. _ 

In the last two years, implementation of national plans has been 
diffused through an increasingly complex and overlapping bureau- 
cratic structure. Difficulties of administering the government were 
compounded by the increase of ministries from 26 in 1979 to 38 in 
1980. (See Table 1.) Until late 1981, thirty ministries currently were 
responsible for economic matters, transport, finance, and trade. 1 
The remaining eight handled non-economic and non-commercial 
fields. The State Council had also established or strengthened sev- 
eral bureaus that reported directly- to it such as the General Ad- 
ministration of Foreign Exchange Control and the China Interna- 
tional Trust and Investment Commission (CITIO. 



TABLE 1.— INCREASE IN NUMBER OF NATIONAL TRADE-RELATED ORGANIZATIONS OF THE PRC 





1978 


1979-80 




26 

M5 


38 
153 



1 Includes 9 Foreign Trade Corporations, and 6 trade facilitation organisations. 



Beginning in February 1980, the ministries began to form their 
own foreign trade organizations. They set up industrial and import- 
export corporations whose functions overlapped those of similar 
foreign trade corporations of the Ministry of Foreign Trade. The 
new ministerial corporations now deal directly with foreigners for 
specialized technologies, equipment, services and exports, and espe- 
cially foreign exchange. These new corporations attracted foreign 
investment and served as marketing organizations for their minis- 
terial parents. They were especially useful in linking directly Chi- 
nese and foreign counterparts. 



>In early 1982 this organization changed dramatically as several ministries and State Com- 
missions were merged to form a new supra-ministry to handle all aspects of foreign trade and 
investment. The new Mi n istry of Foreign Economic Relations . a nd Trade ^was fo»™£w*h the 
express purpose of consolidating all aspects of foreign fradejina jnvestment. that had b^n ^previ- 
ously handledby the Ministry of Foreign Trade, the Import-Export Commission and the Minis- 
try of Economic .Relations with Foreign. Countries. This new^upra-rmnistry will be headed l>y 
Vice Premier Chen Muhua. The Financial and Economic Commission ceased to exist after 
March 1980. 
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ii: hegal Institutions 

Besides the administrative changes at the national government 
level, a 'new national legal System to facilitate fore 
being established. The growth of this legal, system has coincided 
with the efforts to decentralize China's foreign trade bureaucracy. 
The codification of laws that affect international trade was clearly 
a response to the growth of foreign trade and. the proliferation of 
organizations resulting from decentralization. Although there is no 
specific connection between the creation of laws and decentraliza- 
tion, both phenomena reflect an underlying receptiveness to for- 
eign investment. - 

In 1978, the Chinese leadership began publicly to stress the need 
for comprehensive economic laws and judicial organs to regulate 
economic transactions and handle disputes. From the beginning, of- 
ficial statements linkeid the creation of a legal system with orderly 
economic development. In 1979, after more than two decades in 
which legal developments were negligible, initiatives were under- 
taken to establish economic -courts and to revive legal research and 
training. Also in 1979, the Chinese promulgated a number of laws 
and regulations that constitute the beginning of a legal framework 
for-foreign investment and trade. 

The Joint Venture Law, anno in July 1979, was the first 
legal invitation for foreigners to invest and own, albeit fgr' a limit- 
ed time, production and profit making facilities in China. Although 
broad in scope and lacking adequate detailed regulations to imple- 
ment joint ventures, it offered a legal structure for foreign equity 
participation in China's modernization. The Joint Venture taw 
gave foreign trade corporations, the right to negotiate contracts di- 
rectly with foreign companies. Although it did not attract the large 
number of big investors that the leadership had hoped, it did create 
a new and promising investment climate. , 

In 1980, several new laws and regulations were promulgated. Of 
particular interest to American businessmen were corporate and 
individual income tax laws, which are prerequisites for negotiating 
a tax treaty between the JJnited States and China. Other legisla- 
tion enacted in 1980 included regulations on the registration of 
joint ventures, regulation of labor management in joint ventures, 
provisional regulations on- the operation of foreign enterprises in 
China, and provisional regulations on exchange control. More re- 
cently, China appears to be making progress in the area of patents 
and copyrights. 2 - 

Other developments in the legal field have accompanied the cre- 
ation of a commercial code. In particular, judicial organs have been 
created to handle economic disputes. By the end of 1980, China had 
established more than 1000 economic sections of Peopled Courts, at 
various levels. These courts are authorized to hear cases involving 
foreign trade, maritime affairs? insurance, joint ventures, and a 
number of other economic issues. 



Sec "Recent Developments in_ China's Treatment of Industrial and Intellectual Property". 
Michael K. Kirk, and David L. Denny in this volume. 
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C The Banking System 

Another major change at the national level was the restructur- 
ing and reform ,of the banking system to cope with the surge of fi- 
nancial and foreign trade activity: The 67% increase in foreign 
trade, between 1978 and 1979 forced the Chinese leadership to 
make* major cHahges in the banking system. 3 By 1979, new policies 
were necessary to determine foreign exchange, rates, to articulate 
credit and loan . policies, to state financial reforms, to guide Chinese 
participation in international capital markets, and to facilitate for- 
eign trade. China has four distinct but interrelated banks. As late 
as 1979, the main Chinese banks were under the ministry of Fi- 
nance, and most finanical decisions were made only after submis- 
sion to the full bureaucratic process. It soon became evident that 
the banking system was a far too important-component of economic 
progress to be organized in this fashion. In February 1979, the Peo- 
ple's Bank of China, which is both a central bank and a commeri- 
cal bank, was removed from the jurisdiction of the Ministry of Fi- 
nance and placed directly under the State Council. The People's^ 
Bank of China (P.B.O.C.) has a staff of over 400,000, in 39,000 
branches, sub^brariches, and offices distributed around the country. 

In April 1979, the second largest bank, the Bank of China, 
(B.O.C.) was also upgraded to the ministerial level; Ii ia the only 
Chinese bank with overseas branches in Hong 0 Kong, Singapore, 
London, and Luxembourg. A branch was opened in* New York City 
on April 11, 1982. The Bank of China has a staff of approximately 
5,000 in its 77 domestic brariches.Previously, the B.O.C. was under 
the jurisdiction of the People's Bank 6f China, but at present _it_ is 
hot generally known just how much control the P.BXXC^ exercises 
over the B.G.C. For example^ it appears that the P.B.O,G\ sets the 
foreign exchange rates, while the B.O.C. handles the actual trans- 
actions. ° - . ■ ~j — 

China's other two banks are for domestic banking and invest- 
ment. They have no direct foreign trade function. The Bank of Ag- 
riculture's (BOA) purpose_is_tb lend to agricultural communes or to 
enterprises within the communes. First established in 1951, its op- 
erations were closed down atthe start of the Cultural Revolution 
in 1979 and put directly under the State Council, but like the Bank 
of China, it is now supervised by the 'People's Bank of China. The 
Bank of Construction was designed to allocate funds for construc- 
tion projects, arid it appears to have carried out this function ade- 
quately: However, since the current emphasis is away from con- 
struction and toward the renovation of old plants and equipment, 
the role of this bank may diminish, and there may be cuts in its 
budget. A_t_ present, the Bank of Construction has a total staff of 
18,000. Not only is it under the day-to-day direction of both the 
Ministry of_ Finance and the State Capital -Construction Commis- 
sion, but it also reports directly to the State Council. 

The Chinese Investment Bank (CIB) was established on Decem- 
ber 23*1981 with the assistance of tHe World Bank and with a capi- 
tal ba# of four billion' RMB. The CIB will evaluate and fund small 

a "Foreign Economic Trends and Their Implications for the United States: China, November, 
19 ft fl_" noBftyfnwftU^^m merce. 

> " ; 
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arid medium nv/vd projects that require foreign technology and 
equipment inputs. The World Bank will provide s initiaL jpreigri ex- 
change requirements but later the CIB will borrow in international 
money markets. 4 The government appears to be experimenting 
with a number of reforms that could eventually give the banks 
even greater power to make decisions affecting the production of 
various state enterprises and foreign trade: To encourage foreign 
trade, the authoritiesTiave established an average domestic rate of 
Renminbi (RMB) 2.8 tO-the U.S. dollar in contrast to the official ex- 
change rate of RMB 1.7 to the U.S. dollar. This internal settlement 
rate allows some traders to depart from the official foreign ex- 
change rate. This marked a substantial liberalization of previous 
restrictions on the possession of foreign currency by Chinese orga- 
nizations. All transactions are exclusively spot settlements, and 
there are no forward deals: Most transactions are' kept between 
. (RMB), ard the U.S. dollar, although there are a few transactions 
in sterling or Hong Kong dollars: The Bank of China acts solely as 
an intermediary in these transactions. Unlike Western banks, the 
B.O.C. does not operate on its own behalf? The bank simply brings 
buyers, and sellers together and charges each party a commission of 
0.25%.* The foreign currency is provided entirely by the sellers, 
who represent state-owned enterprises. Normally, foreign exchange • 
earnings must be sold to the Bank of China, except for a small por- 
tion to be kept in the seller's account, and organizations requiring 
foreign exchange must buy it from the bank. However, ". . , 
Canton banking officials said that this does not apply in the case of 
the bank's newly-established exchange facility". 6 if the state has 
no other plans for the money, the enterprise may not only sell it, 
but is also allowed to da so at a javorable rate. Since this arrange- 4 
ment has started, it has been a seller's market. - 

During the period of expanded trade of 1979-1980, the Bain k of 
China developed correspondent relations with 48 U.S. Banks 
through its head office in Beijing. Domestically, banking services in 
China were decentralized, with the exception of foreign accounts. 
According to branch bank officials, it was expected in early 1980 
that the BOC would allow the main branches to conduct their cwn 
foreign credit arrangements and negotiate loans directly. By the 
end of 1980, however, _as the result of the problems caused- by al- 
lowing too many people access to the country's limited 'foreign 
exchange resources, the Bank shifted policy back toward centraliza- 
tion, and strict central control of the credit mechanisms was reestab- 
lished. _ _ ^ __ '_ _ 

The Bank of China's president, Bu Ming emphasized Jn_aJ3pring 
1981 speech, that China seeks interest-free or low interest loans, 
from foreign governments or international financial organizations, 
such as the 3_0 : y ear interest-free loan proposed by the Belgian gov- 
ernment in late 1981. Bu also indicated that ^Ch in a ..is still interest- 
ed in_ various other kinds of financial arrangements, _ such as 
buyers' and sellers' credits and direct loans. In April 1981, the 



«"Beijinj' Review," January 4, \ l JH2, p. H. - ----- - - - ^ - - - _ 

* "The Fledging Bond Mart". China Trade Report. February. 1981; published By Far Eastern 
Economic Report '. Hong Kong: 
a Ibid. 



217 



Bank was also restructured to specialize in international banking 
services, such as joint ventures, reinsurance^ and leasing. Bank 
capital was increased from RMB 0:4 billion to RMB 1 billion. 

III. The Decentralization of China's Foreign Trade 

Until mid-1979, foreign trade was conducted exclusively through 
nine 7 foreign trade corporations, which were organized apeprdrng 
to the various commodities, equipment, or services for which they 
were responsible. The Ministry of Foreign Trade supervised the 
work of these corporations, and ensured that their import and 
export activities conformed with China's overall economic plan. To 
establish a trading relationship with the PRC, the foreign firm 
simply had to submit a proposal to the foreign trade corporation 
which had responsibility for the commodity or equipment involved. 
Delays sometimes occurred if there were insufficient information 
on the commodity or equipment which the foreign firm w^hed to 
sell to China, thus necessitating additional correspondence or a trip 
to the PRC: - 

More often than not, the lack of qualified and experienced per- 
sonnel to assess the contracts, which increased dramatically after 
the normalization of relations between the U.S. and the P.R.C., was 
also responsible for delays. The assessment of contract proposals by 
all interested _leveis_ of the Chinese government, includin^potential 
provincial and municipal end-users, was slow and inemcieht. Be- 
cause the foreign trade corporation acted as "middleman" daring 
the contract negotiations between the Chinese end-user arid the 
foreign company, this procedure clearly favored national interests 
at the expense of provincial or local entities, since it granted most 
of the purchasing authority to the national foreign trade corpora- 
tions which were under central ministerial control. Foreign firms 
interested in purchasing Chinese commodities could also request an 
invitation from a foreign trade corporation to attend the Spring or 
Autumn Guangzhou (Canton) Trade Fair. However, the Guangzhou 
Trade Fair is primarily an export commodities exhibition where 
Chinese manufactured goods and food products are on sale. It has 
been in existence since 1957, and until recently, was the only point 
of contact between foreign companies and Chinese trade organiza- 
tions. _ _ ■- - - 

The nine state-controlled foreign trade corporations, the Chinese 
Export Commodities Fair in Guangzhou, and existing trade-related 
entities were sufficient to handle China's foreign trade during the 
early and mid seventies. But as China's new leadership invited 
greater foreign participation in China's modernization efforts after 
1978, a deluge of contract proposals and inquiries overwhelmed the 
traditionally conservative and cumbersome bureaucracy. Many 
technical corporations were unable to get the imports they needed, 
and prospective foreign investors and traders .were unable to reach 
end-user corporations. As more foreign company representatives 



- 7 For a discussion of China's foreign trade corporations before 1979, see Chinese Economy 
Post-Mao " voL U Policy and Performance, Joint Economic Committee, U.S. Congress, Nov. y, 
1978 p. 763. The number of national FTC's increased to 12 with the inclusion of: 

China National Instruments Import & Export Corporation. 

China National Complete Plant Export Corporation. 

China National Machinery & Equipment Export Corporation. 
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had the opportunity to visit China's major cities, it became clear to 
the Chinese leadership that- -it would be advantageous to grant 
greater autonomy to local officials, who were most familiar with 
the needs of a particular industry or locality: 

At the local level, a different phenomenon was at work. Several 
issues were becoming sources of friction between national and pro- 
vincial level foreign trade corporations, which contributed to a de- 
centralization of China's foreign trade structure: 

1: Some provincial branches of the national foreign trade 
corporations were eager to export locally manufactured prod- 
ucts and realized that well-manufactured goods meeting for- 
eign specifications would be more marketable: Thus quality 
control and product innovation became issues in their effort to 
gain control of local exports. 

2. Certain localities began to exhibit a large degree of experi- 
ence arid resourcefulness in the managment of their foreign 
trade. The port cities of Guangzhou and Shanghai, for exam- 
ple, have had a long history of commercial activity, and offi- 
cials in these cities displayed greater ingenuity and business 
acumen in negotiating contracts with foreign companies. 
Therefore, it was unnecessary to consult with central authori- 
ties in Beijing in the handling of all trade contracts. As trade 
increased after 1978, these issues became increasingly conten- 
tious and contributed to Beijing's decision to grant more auton- 
omy to localities in the conduct of foreign trade. 

A. Provincial Decentralization Policy 

Decentralization of China's foreign trade structure has consisted 
of three elements: (1) the granting of foreign exchange allocations 
by the central government to certain provi s and municipalities, 
(2) the decision to allow local authorities retain a certain per- 
centage of profits earned through their export promotion program, 
and (3) the designation of two provinces and three municipalities as 
"priority areas' for development. 

1. ALLOCATION OF FUNDS 

In 1979, the State Council authorized the allocation of 2 billion 
RMB for capital construction projects under provincial or munici- 
pal jurisdiction. 8 This budgetary appropriation was divided be- 
tween provinces and municipalities which had been targeted for de- 
velopment, arid provinces which had demonstrated potential .in pro- 
moting foreign trade and increasing export earnings for the local- 
ity. Presumably this appropriation will be invested in the areas of 
" tourism and light industry, which have proven profitable in gener- 
ating more foreign exchange for the province/municipality. 

There has been no uniformity in the amount of RMB allocated to 
the provinces and municipalities. Provinces such as Guangdong, 
which generated U.S. $1.65 million in foreign exchange earnings 
(an increase of 31 percent in 1981 over 1980) not only receive a 
larger portion, but also are granted more latitude in deciding their 



""The China Business Review." (National Council for U;s;-China Trade: March-April 1980) p. 
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economic future." This , is significant because most .provinces arid 
muriLcjpaliUes__must submit figures on their- investment^ output, 
and general economic plans to Beijing for Final approval before the 
local_ plans may be implemented. Guangdong's performance has 
given the central government confidence, in the province's econom- 
ic planners, and the province's accounting! books are no longer 
scrutinized in depth. Direct allocation of funds by the Bank of 
Ghina to enterprises oil the province level-to conduct foreign trade 
was one of several provincial banking reforms announced in late 
ll)80. Another reform changed credit policy sa that loans could be 
made at the discretion of provincial officers who had a more accu- 
rate and current understanding of the local situation. 

2. RETENTION OF PROFITS 

Another facet of China's decentralization has been the decision 
by the central government to allow certain localities to retain a 
percentage of their profits earned from exports. The sum retained 
is a percentage of the amount declared as export earnings the pre- 
vious year. The municipalities of Beijing and Shanghai have been 
authorized to retain 40 percent and 30 percent, respectively, of the 
revenue earned from their foreign exports. 10 Hubei and Guang- 
dong have also been given approval to keep 40 percent of their 
export earnings. Organizations below the provincial level, i.e., en- 
terprises which have been active in promoting exports, may keep 
20 percent of their earnings above targeted foreign currency rev- 
enues. 

Profit retention is a key motivation for provinces to engage in 
foreign trade. The retention of profits by individual enterprises is 
another innovation introduced by the central government to stimu- 
late production and to accompany reform of management of fac- 
tories. According to a People's Daily report, by August 1981, ap- 
proximately 6,000 enterprises were participating in this experi- 
ment. Although the nature and degree of the reform has varied 
from enterprise to enterprise, innovations have included the follow- 
ing: (a) the participation of workers in management decisions (b) 
the election, rather than appointment, of managers (c) changes in 
the marketing of products. But the most significant— and contro- 
versial—innovation has been the introduction of the profit motive 
in factory management. While enterprises are still obligated to ful- 
fill their quota of output according to the State- plan, output in 
excess of the national plan may now be sold to other customers or 
to the Sta_te. A percentage of the profits earned from these sales 
can now be retained by the enterprises to be managed and dis- 
bursed by its management. Factories can invest this percentage of 
net income in expansion, bonuses for workers, or purchases of new 
equipment. - 

Certain enterprises in Sichuan province, which has been the har- 
binger of the reforms in enterprise management, have gone a step 
further by assuming complete responsibility for both profits and 
losses. Implementation of the profit motive as the basis of produc- 



9 Unclassified Report, tLS Consulate General in_Guangzhou..Apr. 10, l!)Hlr~ --; 

10 Terry, Edith. "Dointf Business with China's Three Great Cities. The China Business 
Review (March-April 1980) p. 20. 
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tion is a radically new concept for Chinese managers whose fac- 
tories have been previously maintained and subsidized by _. the 
State, regardless of profitability or output. Financial, responsibility 
signifies that factories which incur debts, suffer decline in output, 
or simply cease to deliver a margin of profit, will no longer be 
bailed out by the State. On the other hand, profitable enterprises 
wiU be required to pay a profits tax, but can use the remaining 
portion of the profit as they see fit. 

3. INTRODUCTION OF MARKETING 

Reforms in enterprise management, particularly the introduction 
of the profit motive, have led some provinces to develop skills in 
marketing products, whether for domestic or foreign consumption. 
Good marketing skills were not needed before decentralization, 
since the central government established production quotas and 
was, in effect, the customer for enterprises and the marketing ap- 
paratus. 

Efforts to develop marketing skill are illustrated by the experi- 
ence of Shanghai's First Bureau of Machinery and Electrical 
Equipment, which, in conjunction with other leading Shanghai 
trade organizations, is seeking the seal of approval of the American 
Petroleum Institute (API) for petroleum instruments produced in 
Shanghai. According to the U.S. Consulate in Shanghai, the mu- 
nicipality has recognized that, in order to make^ products more 
competitive both in domestic and foreign markets, it must produce 
a higher quality product, in this case, one which meets internation- 
al standards. Shanghai authorities have indicated that they may 
also establish a new corporation to administer the manufacturing 
and export of its oil equipment. To find markets for this equip- 
ment, Shanghai has established a Trade Advisory Group to identify 
which instruments are marketable abroad. There is a strong possi- 
bility that the responsibilities of this Trade Advisory Group will in- 
clude finding markets for the manufactured goods of other 
Shanghai industries. - __ - - -. - 

Several provinces and municipalities have established repre- 
sentative offices in Hbrig Kong to attract foreign investment and 
trade. As of October 1981, only those provinces which have been 
given priority status by the central government have Been permit- 
ted to set up official trade offices in Hong Kong, although it is 
likely jhat others may follow suit in the immediate future. The es- 
tablishment of representative offices in a major financial and busi- 
ness center like Hong Kong makes it easier for the provinces and 
municipalities to provide the necessary information about particu- 
lar enterprises which may be interested in setting up joint ven- 
tures, joint processing or joint production arrangements with for- 
eign companies. These offices can also provide a list of major com- 
modities or specialities which are manufactured or produced by the 
province or municipality: 

The introduction of marketing factors in a centrally planned 
economy, however, has its share of detractors. In addition to leftist 
Party theoreticians who are critical of using capitalist methods in 
Chinese enterprises, there are also those who disapprove of the un- 
desirable side effects of the experiment: i.e. a growing budget defi- 
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cit, inflation, and mismanagement in the disbursement of. profits 
and worker's bonuses. The central government has attributed the 
deficit to an unprecedented number of capital construction projects 
initiated at the provincial or local level. The setting of prices by 
individual enterprises seeking to boost profits .has contributed to in- 
flation and to the creation of an erratic pricing mechanism^ Fur- 
thermore, managers who have little experience in the management 
of profit sharing have had to make difficult choices between rein- 
vesting the profits and apportioning this new wealth among factory 
workers. 

Although critics and detractors may not succeed in totally abol- 
ishing the experiment, the central government, however, has begun 
to respond to the negative aspects of the _dec^trajiz_atibn_bf Chi^ 
hese enterprises. Factories which have been producing at a loss 
have been shut down, while smaller entities have been encouraged 
to merge and become larger, more efficient units. Gther factories 
will be assigned as feeder factories for major enterprises and will 
become component manufacturers rather than complete assembly 
facilities. 

To control the central deficit, the central government has limited 
the budget of provincial and municipal governments, and has re- 
duced the number of capital construction projects which may be 
initiated at the local level. All capital construction projects will 
henceforth have to be approved by key State Council organizations, 
such as the State Capital Construction Commission and the State 
Planning Commission: Surplus funds will be reabsorbed by the cen- 
tral government through the sale of bonds. Provincial and munici- 
pal authorities have been encouraged to buy approximately $3 bil- 
lion of treasjuri bonds^ 

These beit-tightening measures will not spell an end to all decen- 
tralization efforts, but; greater financial accountability and concern 
fur profits by individual enterprises will have a positive effect on 
motivation and productivity. Although the ideological debate over 
the introduction, of market mechanisms will continue for some 
time, Chinese officials recognize that decentralization and manage- 
ment reforms have had a beneficial impact on motivation, on 
morale of factory personnel, and on production. 



4. DESIGNATION OF PRIORITY AREAS 

.. In late 1979, the State Council designated Beijing, Shanghai and 
Tianjin municipalities and Guangdong and Fujian provinces as pri- 
ority areas for engaging'in foreign trade and attracting foreign in- 
vestment. 11 

These provinces and municipalities were not only granted au- 
thority to handle a full range of foreign trade activities but could 
also represent foreign trade interests of other provinces and re- 
gions. The Tianjin Foreign TrMe Corporation, for example, has the 



- " Iri Jahuiiry 1 W2; the Stiile Council expanded its definition of priority areas to include 
Chm i s coastal areas, and urged these regions to expand trade and maintain economic contacts 
with foreign countries According to a People s Daily report in addition to the municipalities of 
Sh mghai, Beijing and Tianjin. and the provinces of Guangdong and Fujian, other coastal areas 
including the provinces of Liaoning, Hebei, Shandong Jiangsu, Zhejiang and Guangxi Zhuang 
Autonomous Region, all combined accounted for 62 percent of China s total industrial value in 
1980. 
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authority to negotiate contracts and to arrange the import, and 
export of commodities for Hebei, Xinjiang, Gansu, Shanxi, Shaanxi, 
Qinghai, Ningxia, and Nei Mongol provinces and autonomous ^re- 
gions. Similarly, Shanghai's vast experience _in foreign trade has 
enabled the municipality to establish a mutually beneficial modus 
operandi with its neighboring provinces. Zhejiang, for example, 
provides raw cotton for Shanghai's" textile industry, while the mu- 
nicipality's foreign trade coporations markets shirts and finished 
textile apparel for the province. In fact, it has become quite 
common for Shanghai enterprises to enter into licensing, produc- 
tion and compensation agreements with factories of nearby prov- 
inces. To facilitate these transactions, provincial authorities have 
opened offices in Shanghai and Tianjin. According to the U.S. Con- 
sulate in Shanghai, both sides stand to gain from this cooperation; 
For the provinces, such relationships provide badly needed 
infusions of capital, equipment, technical expertise and an op- 
portunity to tap into Shanghai's relatively well developed in- 
ternational and domestic markets. For Shanghai, the payoff 
comes in the form of increased production capacity and guar- 
anteed supplies of raw materials. 12 

The roYe of the municipality as ''middleman for the handling ot 
provincial foreign trade has not been without problems. Provincial 
authorities resent the commission that is often charged by the mu- 
nicipality for negotiating and shipping for the_ province. Jiangsu 
and Zhejiang provinces, for example, are eager to expand_theirown 
foreign trade organizations so as to avoid relying on Shanghai s 
trade structure to handle their foreign trade. 

Tl-e opening of several ports with customs facilities along trie 
Changjiang River (Yangtze), should enable inland provinces to 
export their goods directly r without going through Shanghai au- 
thorities. 13 According to Sichuan's Vice-governor Mou. Haixiu, 
export commodities produced in Sichuan can jiow be s hippe_d di- 
rectly from Chongging to Hong Kong. Until April 1, 1980, goods 
shipped along the Changjiang from provinces such as JJubei and bi- 
chuan had ta be transshiped in the major ports of Shanghai or 
Guangzhou for customs proceedings. 14 Previously, the port corpora- 
tions of Shanghai and Guangzhou retained the difference between 
import-export price and the domestic price of goods shipped 
through these ports. Now the provinces from _whichj:hese commod- 
ities originate can accumulate all profits earned from their exports. 

The impact of the opening of these seven ports is still unknown; 
so far, very few 'international ships have actually called on the 
ports Although it will take some time before the Changjiang s 
navigation potential is fully exploited, the opening of these ^even 
ports to foreign trade could spur the opening of additional port 
facilities along the Changjiang and make the river a major interna- 
tional transportation network. 

n Unclassified Report. U.S. Consulate General Shanghai. Mar. 14. 1981. - - ,j 

- -^"OKinfs i &v"n^ew International Inland Ports**. China Business Review {March-April 

19 MT£e following have been designated international ports by the China General Customs Ad- 
ministration: Chongqing (Sichuan), Wuhan (Hebci), Wuhu (Anhui). Nantong and Nanjing 
(Jiangsu). Juijiahg (Jiangxi). Chengjingli (Hunan). 
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, r >, KPKCMAI. ECONOMIC ZONES 

The Special Economic Zones (SEZ) are experiments to attract for- 
eign investment and- to practice a variety of production arrange- 
ments; The Chinese leadership describes, the _zbnes _as "certain 
areas of land where a more open approach is to he adopted towards 
administration than in other inland areas, and where we are to use 
various forms of economic cooperation with the industrial and com- 
mercial world, including foreign, friends, overseas Chinese, and 
compatriots in Hong Kong and Macao; 7 In March 1979, the State 
Council established five separate economic investment zones in 
Southern China. 15 In Guangdong Province, the State Council desig- 
nated Shenzhen, Zhuhai (adjacent to Macao) and Shantou. In 
"Fuji an province, the Council selected Xinglin near Xiamen, and 
Lanqi near Fu/.hou. Regulations for the implementation of foreign 
participation in the zones were approved by the Standing Commit- 
tee of the National People's Congress on August 26, 1980. 

The special economic zones can also be described as microcosms 
of China's current economic affairs and as an exemplification of 
the new economic planning. The prestige of individual Chinese 
leaders is closely identified with the zones: Several prominent fig- 
ures including Premier Zhao Ziyang, Xue Muqiao, Ji Chongwei, 
and then Vice Premier Gu Mu have publicized the roles of the 
SEZs. ' -- - - c 

The SEZs have been on modeled on export zones -in other parts ot 
Asia, although the Chinese are adapting the practices of those 
export zones to their own circumstances. In some respects China's 
SEZs should be more attractive to foreign investors than other 
Asian export or economic zones. Land rental costs are substantially 
cheaper than Hong Kong, and labor and other costs are negotiable, 
although investors claim they are still too high. Finally, certain 
zones are conveniently located. At the least, they are entry ports to 

the potentially vast China market. 

Special economic zones in Guangdong are administered by the 
Guangdong Provicial Administration Committee in Charge of Spe- 
cial Economic Zone (GPACSEZ) which in October, 1981 was headed 
by Party Secretary Wu Nansheng. This committee oversees infra- 
structure development, approves foreign proposals, coordinates 
banks and insurance companies, supervises public welfare work, re- 
cruits suitable workers and staff, and ensures security within the 
zones. GPACSEZ also has responsibility for approving a potential 
investor's application, and then issuing registration certificates and 
land use certificates. Since the zones are intended to be export 
zones, GPACSEZ must approve domestic sales of products made in 
the zones and levy import duties^ The Guangdong Provincial Spe- 
cial Economic \Zones Development Company supplements and 
shares the responsibilities of the adminstrators of GPACSEZ, Addi- 
tional regulations, for Shenzhen will reportedly go into operation in 
January 1982. 
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- »-* These SEZs have historical antecedents .in the Treaty Ports, system established after the 
Opium Wars.J 1*40-42). In a series of agreements, the Chinese were forced to ._arie -areas in 
Canton, Amoy. Shanghai Nangpo and Fuzhou to foreigners. The circumstances in the U80s are 
quite different and foreign participation will be exclusively on Chinese terms, 
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if the immediate goal of the SEZS is to attract foreign invest- 
ment and technology for modernization and to. create _a thriving in- 
dustrial community which can serve as a model for other areas, of 
China, the zones have not been successful. One major factor dis- 
couraging foreign investors is. that the SEZ bureaucracy is still in- 
experienced in dealing with the more sophisticated overseas Chi- 
nese from Hong Kong and Macao. Furthermore, investment regula- 
tions are vague and inconsistent, and most of the regulations for 
land and labor are not yet in effect. Despite a rapidly developing 
legal code that will improve conditions greatly, investors are un- 
willing to be subjected to changes in basic contracts. For example, 
income tax in the SEZs has been set at 15%, although severalcon- 
tracts had been made at 10%. The Joint Venture Law of 1979, how- 
ever, set a tax rate of 33%, a figure that may drive off potential 
investors. Investors are pressing for new laws and concessions to 
correct these deficits. . 

The most serious operational problem of the SEZs is labor. 
Skilled labor is scarce, and factory labor is recruited from neigh- 
boring farming and fishing villages. Such labor is unskilled and un- 
accustomed to factory work. The "Iron Rice Bowl" concept, on one 
side, robs workers of incentives and, on the other, prevents man- 
agement from dismissing inept or unsatisfactory workers. The lack 
of adequately trained managers is a particular handicap. The SEZs 
have plans for a series of technical "colleges" and institutes to 
train skilled workers, but these must await additional infrastruc- 
ture investment from the central government. The SEZ ^authorities 
are hoping that in the interim foreign investors will train workers. 

The SEZs may not develop as completely or on the timetable the 
leadership has proposed, but those parts of the "experiments dnd 
the flexible measures they find useful can be replicated elsewhere. 
For example, the investment regulations, management techniques, 
and policies that prove successful in the SEZs could then be applied 
to inland areas, especially those lacking either the extensive over- 
seas connections of southern China or their business experiences. 

B. The Provincial Trade Infrastructure 

The decentralization of China's foreign trade has introduced 
major changes in the way that provinces and municipalities con- 
duct business with foreign companies. A new organizational infra- 
structure has been created to maximize contracts with foreign 
buyers and sellers, attract foreign investment to the locality, and 
offer attractive joint venture and compensation trade arrange- 
ments. Although there may be some differences in the scope and 
number of decision making entities, most provinces and municipal- 
ities like Shanghai, Beijing and Tianjin have established the follow- 
ing key trade organizations to conduct international trade: 

1. Import-Export Office 

2. Foreign Trade x Bureau 

3. Foreign Trade Corporation 

4. Investment and Trust Corporation 
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1. IMPORT-EXPORT OFFICE 

This is considered the most important . of the four organizations, 
since it is primarily concerned with developing trade policy in the 
'prbvince/muriicipaHty^ of its 
foreign trade organization, and most imporant, serving as the key 
link to Beijing's all-powerful Import-Export Commission and For- 
eign Investment Control Commission. (See note, p. 213.) These two 
organizations _ have responsibility for supervising China's imports 
and exports, and for approving foreign investment in the country, 
respectively. The Import-Export Office of each province/municipal- 
ity, though it possesses a certain degree of autonomy, must still 
keep in close touch with Beijing regarding policy directives- and 
must ensure that foreign exchange allocations do not exceed the' 
budgetary allowance accorded to that particular province or mu- 
nicipality in conducting its foreign trade. 

The Import-Export Office also coordinates with other provincial- 
municipal economic planning organizations to pinpoint areas in 
which technology imports are favored so that import acquisitions 
complement economic goals and ultimately maximize the produc- 
tive capacityof the province/municipality .Import-Export Offices at 
the provincial level are also responsible for allocating foreign ex- 
change to the various districts and municipalities on a quarterly 
basis: . 

In early _1980, the Import-Export Offices of certain provinces and 
municipalities were given authority to approve projects under 3 
milli6n_dbilars. This measure however, was not applied uniformly 
to all provinces and municipalities. Guangdong, for example, ap- 
proved several joint ventures and compensation trade agreements 
which at times exceeded the 3 million benchmark. Shanghai was 
initially more cautious in approving contracts, although a higher 
value precedent has been set as a result of a $25 million coopera- 
tive venture established between the municipality and Corning 
Glassworks. 16 



2. FOREIGN TRADE BUREAUS 

The principal point of contact for the business person wishing to 
do business with a particular province or municipality is the local 
Foreign Trade Bureau (FTB). In provinces like Hubei, Zhejiang and 
Sichuan, the FTB^ which is also subordinate to the Ministry of For- 
eign Trade, can identify potential buyers and can select industrial 
enterprises jwhich may be receptive to countertrade arrangements. 
In Hubei province, the FTB supervises the work of the local For- 
eign Trade Corporations (FTC), and maintains representatives in 
the various districts and prefectures throughout the province. 

The FTB's most important activity is to promote local exports; 
therefore, it maintains up-to-date lists of locally produced commod- 
ities for export as well as shipping and handling information for 
potential importers., __ _ 

The opening of seven new inland ports along the Changjiang 
River has enhanced the attractiveness of direct trading with 



'"Interview with Xu Pengfei, General Manager, Shanghai Investment & Trust Co., during 
visit to Department of Commerce, Oct, 1, 1981; 
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China's hinterland provinces. Thus, the FTB's dual role as coordi- 
nator of the branches of the national foreign trade corporations 
and as main promoter of K : al exports provides one_ of the most 
basic components of China's new foreign trade structure. 

3. FOREIGN TRADE CORPORATION 

- In certain provinces and municipalities however, the role of the 
v Foreign Trade .Bureau has been somewhat modified by the pres- 
ence of another complementary organization to coordinate the ac : 
tivities of the local branches otthe national FTCs. The Shanghai 
Foreign Trade Corporation (SFTCj for example, supervises the 
transactions conducted by the municipality's 15 foreign trade cor- 
porations and the three special departments, the Shanghai Adver- 
tising Corporation, Shanghai Transportation Corporation^, and the 

Shanghai Storage Corporation. . - - - - -- 

In the province- of Fujian, a distinction is also mad_e_ between the 
activities of the Fujian Foreign Trade Bureau and the Fujian For- 
eign Trade Corporation (FUJIANTRACO). The former's responsibil- 
ity is to conduct surveys of foreign markets and to identify ways in 
which Fujian can develop its export potential abroad. Before the 
creation of FUJIANTRACO, the Fujian Foreign Trade Bureau was 
the umbrella organization which coordinated the activities ot the 
local foreign trade corporations. Now, FUJIANTRACO not only 
has assumed this coordinating function, it also has become the pre- 
mier business management, organization for the province. Accord- 
ing to a press release, FUJIANTRACO's responsibilities include 
taking on commission business (for the province), sales on 
consignment, mounting of exhibitions", and "entrusting and main- 
tenance", presumably of equipment lent or leased to the prov- 
ince. 1 7 

4. INVESTMENT AND TRUST CORPORATION 

This organization is responsible for attracting foreign investment 
and securing financing for joint ventures and compensation trade 
agreements. It also is the principal condjiit forjninding appropriate 
foreign partners _for local enterprises, governmental entities, and 
industrial firms interested in establishing joint ventures _ -_ 

Although the Investment and Trust Corporations of the munici- 
palities and provinces provide services similar to those offered by the 
China International Trust and Investment Corpora tron_(CL I JU,xne 
scope of their activities is limited strictly to local investment and 
nonconventional trade opportunities. Officials in these local invest- 
ment organizations have stressed that there are no ties, between 
them and CITIC. It is unclear, however, whether they periodically 
inform CITIC on investment opportunities in their locale. ; 

Most provincial/municipal investment and trust corporations 
have stated that, contracts between local enterprises and foreign 
firms will be negotiated in accordance with the guidelines ot trie 
Joint Venture Law and subsequent legislation. Once contracts are 
negotiated, initial approval is requested from the municipality or 

" Terry. Edith, "Decentralizing Foreign Trade: Fujian Province," China Business Review 
(September-October 1980), p. 15. 
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the province's ini j>ort-eXfH>rt office, which in tarn gets the final ap- 
proval from Beijing's Foreign Investment Commissi 
Investment and Trust Corporation (SITCO); for example, operated 
unofficially for. a year, and a half before opening its doors for busi- 
ness on July 25, 1981. Its new mandate as principal overseer of 
Shanghai's foreign trade has been strengthened as the .central gov- 
ernment recognized Shanghai's importance as a xnajor trade center 
in China: Among the SITCQ's expanded responsibilities are: 

(1) Investigating and supplying information on the credit 
standing of clients, market evaluations, prices and technol- 
ogies; giving advice on investment opportunities; supplying cur- 
rent information on laws, ordinances, taxation, wages, foreign 
exchange controls, accounting and auditing rules either en- 
forced in China or in other countries and regions. 

(2) Undertaking written translations, holding seminars, ex- 
changing ideas of "common interest" (with foreign partners), 
and drafting documents. 

CA) Arranging entry visas and travel permits within China, 
booking accommodations and attending to necessary arrange- 
ments for foreign business visitors during their stay in 
Shanghai. 

SITCO has a registered capital of 100 million RMB (U.S. $70m) 
which has been acquired from the organizations represented among 
SITCO'S top officials: namely Shanghai's Municipal and Economic 
Commissions, the Shanghai branch of the Bank of China, the For- 
eign Trade Bureau, the Import^Export Office and other key eco- 
nomic and trade organizations. This capital will be used in the ne- 
gotiation of joint ventures, compensation trade, co-production 
agreements, and any trade transaction which will help in develop- 
ing Shanghai's economy. This new capital should be attractive 
enough to invite more foreign participation in Shanghai's industri- 
al development. Since its unofficial opening in 1980, SITCO has 
helped to arrange nearly 2,000 processing, license and co-produc- 
tion contracts. Its new charter, which also stipulates investment of 
its capital abroad and the opening of SITCO branches overseas, 
should help in increasing the number of contracts between 
Shanghai corporations and foreign firms. '■_ 

Some investment and trust corporations are-organized to attract 
a specific clientele of joint venture partners. Tianjin's Investment 
and Trust Corporation (TITIC) and Fujian's Enterprise Investment 
Corporation, (Huafu) have sought investment from overseas Chi- 
nese for their local projects. In the case of TITIC, its 44 person 
board of directors includes several representatives from Hong Kong 
and overseas Chinese organizations. 18 

Fujian's Huafu Corporation is establishing a joint venture with a 
Hong Kong firm to construct a four-tower apartment complex in 
Fuzhou. 19 As one of Fujian's most aggressive trade organizations, 
Huafu not only provides the traditional services of securing invest- 
ment for local projects and acting as "matchmaker" for foreign 



18 Terry, Edith, "Doing Business With China's Three Great Cities", China Business Review 
(March-April 1980). p. 1C>. > n . ,, - .- 

--••-Terry, Edith, "Decentralizing Foreign Trade: Fujian Province , China Business Review 
(September-October 1980). p. lf>. 
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firms and local ehterprisuH interested in joint ventures, but is also 
prepared to export labor abroad for overseas construction proj- 
ects. 20 

C. Doing Business With China s Provinces arid Municipalities 

The foreign firm interested in doing business with -Chinese mu- 
nicipalities or provinces will find that officials at this level are 
often willing to reinterpret established guidelines and will display 
greater flexibility in the negotiation of trade contracts with Joreign 
partners. "Flexibility" and "favorable terms for the foreign firm 
may, however, be synonymous with inexperience. In an effort to at- 
tract foreign business, some local officials have taken, deliberate 
short-cuts and committed financial resources without jirst obtain- 
ing approval from higher authorities. In provinces and municipal- 
ities that lack commercial experiences or know-how, local officials 
may not be experienced in formulating standard trade contracts. 
The foreigner is advised to draft the contract himself, with all stip- 
ulations which he considers ijecessary, and 'then submit it to the 
Chinese organization with which he is negotiating. _He should also 
be certain that his contract has been approved by the appropriate 
municipal authorities (this applies primarily, to non-conventional 
trad^ and joint venture agreements). Finally, he should seek confir- 
mation that approval has been granted by an appropriate financial 
authority. Despite these precautions, the decentralization of 
China's trade may prove advantageous to both parties. 

x. "cash and carry" contracts ' 

If a foreign firm is interested in purchasing % particular com- 
modity, it should contact the foreign trade corporation responsible 
for that product. For example, the foreign buyer who .is interested 
in importing toys produced in Shanghai, can contact Shanghais 
Toys Import-Export Corporation. After an agreement is reached, a 
simple contract is drawn for both parties to sign. No approval is 
necessary from municipal or national authorities. Foreign tirms 
should be aware that there is often a distinction between local and 
national commodities. The former are produced locally by provin- 
cial or municipal enterprises. The planning targets and actual pro- 
duction of these so-called "traditional" commodities, such as tea, 
silk, light industrial goods, etc., are coordinated by^ppropnat:^ pro- 
vincial/municipal or local authorities. The second group of con- 
trolled" • commodities, which include items such as steel, cotton, 
grain and petrochemicals, are supervised by national foreign ^trade 
corporations^ and purchase of these commodities must be referred 
to Beijing for approval. Although some provincial/municipal for- 
eign trade corporations have included these controlled . items on 
their list of exports, only a limited amount may be exported by the 
localities. ' - .-- r -i — • / 

Most officials responsible for the foreign trade of the provinces/ 
municipalities play several different roles and assume various re~ 
sponsibilities in the major trade organizations. An individual who 
is responsible for overall planning at the Foreign Trade Corpora- 



20 ibid: p: is: 
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tib ri ma^ concurrently hold positkmS^of authority in ^the Invest- 
-ment- and Trust Corporation and in trfe municipality's economic 
steering committee. Business people who conduct a substantial 
amount of trade with provincial and municipal authorities report 
that this phenomenon of "one individual wearing different hats" 
can actually be very useful, since it can accelerate the approval 
time for contracts. Interlocking directorates can be especially ad- 
vantageous if the Chinese trade official who is negotiating a com- 
pensation trade agreement or joint venture proposal also .iiolds a 
position of authority in the provincial/municipal Import-Export 
Office. This dual responsibility allows the officials to specify with 
confidence the contribution of his organization to the commercial 
venture, while at the same time making it easier to obtain final ap- 
proval from Beijing's Foreign Investment Commission and Import- 
Export Control Commission. (See footnote 1, p. 213:) 



2. NON-CONVENTIONAL TRADE AND JOINT VENTURES 

Foreign companies interested jn _ establishing; barter, Compensa- 
tion trade, or joint ^processing/ production arrangements sBould con- 
tact the localities' Investment and Trust Corporation or the munic- 
ipal economic planning commission: In negotiating a joint venture 
with a factory under the jurisdiction of Beijing municipality, for ex- 
ample, the foreign firnvcan turn to the Beijing Economic Develop- 
ment Corporation (BEDC), the organization responsible for han- 
dling major projects, including turnkey plant and equipment con- 
tracts and loans. The BEDC will review the contract, make appro- 
priate recommendations, and submit it to the Beijing municipality 
for approval. If the contract exceeds $3 billion, the municipality 
will need to obtain a final ruling fnam the national FIC and/or 
IECC. As stated earlier, SITCO is tiyprincipal avenue open for for- 
eign firms to negotiate non-conventual trade agreements with the 
Shanghai municipality. Although individual Shanghai enterprises 
may conduct preliminary discussions with would-be foreign part- 
ners, negotiating authority an.d ultimate approval of the venture 
must receive SITCO's blessing: 

IV. The Future of Decentralization 
A: Policy Goals 

It is clear that China's leaders are still committed lo the decen- 
tralization of foreign trade. Recent pronouncements by high-level 
Chinese officials have allayed fears that the decentralization net- 
work established since 1979 would be hastily dismantled. Provincial 
economic planners will, however, need to display greater awareness 
of the course charted for the national economy, while continuing to 
attract foreign investment and contracts with foreign partners. 
One Guangdong economic official explained the effects of economic 

retrenchment on provincial trade: 

The economic readjustment means we arc rot going to get 
much money for investment from Center (Peking, and we will 
have to turn back more of our profits than we planned : . . we 
will still go ahead whenever we can, introducing more flexibil- 
ity in our trade relations and economic planning, . . . smaller 
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deals_such as processing contracts and compensation trade look' 



_ very promising, 2 
Foreign trade officials in provincial and municipal ott ices dis- 
agree with the gloomy picture painted by the foreign press: Whde 
it is true that the negotiations for larger projects may be cancelled 
or postponed, there may be greater opportunities for firms whose 
interests coincide with those of the localities. Chinas Foreign t^ado* 
'apparatus is still in a transitional phase while China s leaders -v 
search for a balance between central planning and market forces V 
in guiding the economy. Shen Jueren of the Policy Research De- 
partment bfthe then Ministry of Foreign Trade describes the situa- 
tion the following way: ^g,- ........ ... _ 

Under the planning and guidance of the' State, we will allow - 
market adjustments to operate and will use economic methods 
and rules to control the economy. 

In the same way, we will be reforming the tr-.de system so as 
to satisfy the hew demands of our developing foreign trade. In 
principle, the slime direction of rdhpfn as that of the economic 
systemwill apply. Right now, we may be said to be in the idM, 
experimentation, and groping stage of pur reforms of ioreign 
trade. Whether or not these experiments are successful wik 
- have to be verified through actual practice. 22 
Shen's message is clear: until a new system can be establish^ 
the central government will continue to experiment with granting 
more decision-making powers to localities. As to the type of system 
that will eventually emerge, several Chinese officials have given 
their interpretaton of the ''ideal system": During his visit to. the 
United States in September 1Q80, for example, then Vice Premier 
Bo Yibo outlined his views of the foreign trade structure which 
China's current leaders hope to establish^ Acccording to Vice Pre- 
mier Bb L China intends to. continue giving more decision-making 
powers to localities and enterprises. He explained: 

When we talk about the right of self-management _Qt enter- 
prises, we mean the right to manage their own production plan 
and also the marketing of their product. So this rea&ustment 
should in fact be lessening the management capacity of the 
central government . : . this will give full play to _the_s_trqrig 
points . . . of an enterprise, protect competition, and promote 
cooperation between enterprises. 23 ... _ 

Although the proposed plan will involve changes in organization 
at the central level, the Vice Premier emphasized, that trade activi- 
ties "will still be carried but under the direction of the state 
plan" 24 Reorganization at the national level _ wiU_ involve, among 
other things, strengthening the ministries. Functional and techni- 
cal ministries, such as the ministries of coal, petroleum, electronics, 
and some machine building, for example, may be gradually trans-, 
formed into large corporations. 

* i Parks, Michael. "Joint Ventures Fuel Boom. Create Thousands or China Jobs", Los Angeles 

Tl »S^n P Jue^, 1 ^ Technocrat View of China's Foreign Trade". China Newsletter. Tokyo: 
;iaMn External Trade Organization. March-AprH 1981 No. ,41. p,8. . . - ----- 

^VA^S?^ierBo Yibo on China's Current Priorities". The China Business Review, (Novem- 
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Other economic planners, such as Vice Premier Yao Yilin, con- 
template an economic system in which there is a balance between 
"horizontal integration —or the int«practibn among various enter- 
prises and other economic actors — and "vertical integration"— or 
the relationship between these actors arid organizations which 
have some measure of control over them. In an^ August 26 article 
published in People's Daily, Liao Jili, an official of the State Plan- 
ning Commission, expounded on Vice Premier Yao Yilin's economic 
plan as delivered to! the August 30 NPC Plenary Session of 1980. 2 5 

If Liao Jili's and Bo Yibo's comments about the direction of 
China's economy accurately reflect the current leadership's thinks 
ing on the degree of autonomy which should be granted to local 
governing bodies arid enterprises, it is safe to assume that decen- 
tralization will stay on the agenda of China's economic planners. 
However, one major caveat which must be added to this discussion 
of China's foreign trade apparatus is that as of August 1982 most of 
the changes are still in the preliminary phase. Although China's eco- 
nomic structure is headed in the direction which Liao and Bo envi- 
sioned, those orchestrating the conversion are still not sure how far 
to go: The extent— and longevity— of the changes will have to be 
verified, as Sheri Jureri suggested, "through actual practice:" 26 

B. The Guangzhou Trade Fair: Decentralization and 
RScehl ralizhtion in Action 

The_Guari£zhbu Commodities Fair was, for many years, China's 
principal conduit for trade with foreign countries. As the country 
qpened its_ doors to large numbers of foreign firms, and as prov- 
inces and municipalities were given greater autonomy in the man- 
agement of their foreign trade, there was concern that the Fair 
would decrease in importance. There was even speculation that the 
Fair would be eliminated altogether. 

This concern has proved unfounded. Although the Fair's role in 
China's_fpreigri ^fade picture has changed, its significance has not 
diminished: Rather, in early 1980 a new vying was constructed adja- 
cent to the Exhibition Hall to display additional commodities and 
to provide office space for the branch foreign trade corporations of 
several provinces. One of the most noticeable changes in the Fall 
1980 and Spring 1981 fairs has been the increase in participation of 
Chinese. trade organizations, including the provincial and munici- 
pal branches of foreign trade corporations and the import-export 
corporations of various Chinese-ministries: The attendance of these 
organizations during the 1981 Spring Fair is evidence that China's 
decentralization drive has not lost its momentum despite recent at- 
tempts by the central government to readjust and recentralize. 

The trend toward decentralization was apparentr%s early as 1979, 
with participation for the first time by the provincial branches of 
the Foreign Trade Corporations: However, these representatives 
lacked the experience and know-how of their Beijing (central office) 
counterparts. The 1980 Spring and Autumn exhibitions were 
marked by an increase in the attendance of provincial and munici- 

" Unclassified Report, U.S. Embassy Beijing, September 20, 1980. 
28 Shen, op cit., p. 8: 
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pal officials eager to promote the wares of their localities. Several 
delegations representing the jmport/export corporations of individ- 
ual ministries, as well as severalnew trading cor porations, also at- 
tended. The New Era Corporation made its debut as the coordinat- 
ing organization forthe import arid export of five ministries during 
the Autumn 1980 Fair. The China Precision Machinery Corpora- 
tion and the China Great Wall Industry Corporation, which are 
under the aegis of the State Council, also sent delegates to sell a 
variety of products at the Fair. Thus, changes at the national level, 
i.e., the creation of new trading organizations and the formation of 
Import-Export Corporations for individual ministries, were reflect- 
ed at the 1980 Guangzhou Trade Fairs. 

Competition between provinces and municipalities to attract for- 
eign buyers and to maximize exports were clearly evident at the 
1980 Fair. According to foreign buyers who attended both Fairs, 
competition was so keen that representatives of a provincial FTC 
branch would wait outside the booth of a rival branch to lure the 
prospective buyer with lower prices for the same commodity. Price 
competition among various provinces was initially welcomed by 
both Fair organizers and prospective buyers, since in the long run 
it would give the necessary impetus for provinces to improve the 
quality of theircdmrriodities arid speed up delivery dates. However, 
the arbitrary nature in which provincial authorities set prices 
began to worry Ministry of Foreign Trade (see footnote 1^ p 213) 
officials who attended the 1980 Fall Fair. Too many entities setting 
prices for the same commodities, compounded by the new domestic 
commercial foreign exchange rate of 2.8 RMB to the dollar rather 
than the conventional rate of l.T RMB, could only result in confu- 
sion and in an inability to truly assess net profits accrued during 
^j-jg sale ^ — 

It was during the 1981 Spring Export Commodities Fair in 
Guangzhou that the Ministry of Foreign Trade instituted the sange 
tongyi or "three agrees" policy to reduce the chaos which resulted 
from price competition among the various trading organizations. 
Under the new policy, the central government, through the Minis- 
try of Foreign Trade, will coordinate both prices and quantities to 
be soli at the Fair. This will have the effect of elimiriating oiie re- 
curring problem of past Fairs; i.e. the commitment by the FTCs to 
sell more goods than they can actually provide. Although this 
policy was not strictly adhered to by all Fair participants— indeed, 
those corporations with items in great demand such as dowa, 
angora, and feathers continued to sell at higher than officially set 
prices— this was the first time that policy decision-making was 
once again "recentralized" Jn the hands of Ministry officials in 
Beijing. Similar to the recentralization steps taken at the microe- 
conomic level, the central coordination of prices and quantities to 
be sold by a central authority is intended to inculcate greater ac- 
countability and more financial responsibility on the part of man- 
agers of provincial foreign trade corporations. 

The sange tongyi policy is riot designed to stymie the more bene- 
ficial effects brought on by the decentralization of foreign trade. On 
the contrary, the increase in participation by the foreign trade or- 



27 Unclassified Report, U.S. Consulate Guangzhou, May 27. 1981. 
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ganizations of individual provinces has enlivened the Fair by pro- 
viding a greater variety of goods, and a ^narked improvement in 
the quality of the commodities to be sold. Beijing', attitude is _that if 
decentralization is to continue provincial trade officials will, need to 
display greater management and accounting skills. Delays in deliv- 
ery and an erratic pricing mechanism can, in the long run, hurt 
China's image as_ a responsible trading partner,. _and_ Ministry of 
Foreign Trade officials are eager to dispel any notions of misman- 
agement or irresponsibility. 

Efforts to decentralize decision-making in the hands of the cen- 
tral authorities has not been limited to the,, establishment of the 
sdnge tongyi policy. Beijing has also taken steps to limit the 
number of participating import-export trading organizations at the 
Export Commodities Fair. The Spring 1981 Fair was characterized 
by the participation of 11 major trading delegations, with several 
umbrella organizations representing the interests of many inland 
provincial trade corporations. For example, Tianjin's foreign trade 
organizations represented the interests of the provinces of Gansu, 
Qinghai, Ningxia, Inner Mongolia, Shanxi, and Shaanxi at the 
Spring Guangzhou Trade Fair. This was true of other commercial- 
ly-active provinces and municipalities which also lent their busi- 
ness expertise to their neighboring provinces: It is expected that in 
the future the number of trade organizations representing provin- . 
ciai and municipal interest will increase, as their expertise in man- 
aging their foreign trade also increases. 28 / 

V. Conclusion j 

.Beijing's effort to decentralize foreign, trade parallels its prob- 
lems in planning and implementing modernization. Foreign trade 
is one of the pillars on which modernization rests/, and foreign 
trade must succeed if modernization is to work. By intent, modern- 
ization since 1978 has made a special place for forejgn investment 
and participation, extending to new economic experiments such as 
special economic zones. Certain industrial projects and sectors will 
continue to receive special attention from the central government. 
Certain areas of the country will also be assigned High priority for 
investment and development, and will be permitted' to benefit from 
special conditions including flexible financing agreements, tax holi- 
days, and various man agernerit jDractices. j ; 

Although the decentralization of foreign trade will be an impor- 
tant element of China's development strategy of this decade, it will 
create additional problems for the central government. The entry 
of new organizations into commercial matters will further compli- 
cate the process of Going business with China. The central authori- 
ties will continue to have problems such as access to and control of 
foreign exchange funds, and competition among national entities 
for foreign investment and controls. ' 

The implementation of decentralization will al?o have to be con- 
sonant with State planning objectives for the country as a whole. 



*Mn January. 1 1*82. the organization oT the Ouantf/hou Export Cora6iodit>cs Fair was substan- 
tially altered to reflect a greater concentration on heavy industry, foh the Spring r airs and on 
light industry for the autumn fairs. The duration of the fair has a so been shortened by ten 
days. I 
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This irieahsjhat provinces arid municipalities will have greater au- 
thority in marketing and exporting local commodities abrqad^ but 
will be subject to closer scrutiny by the central authorities in their 
negotiation of joint venture and compensation trade agreements. 
Capital construction projects, or ventures which may require large 
financial outlays, will be discouraged unless the local authorities 
can demonstrate an ability to provide adequate domestic financing 
arid resources prior to negotiations with the foreign firm. The mu- 
nicipalities and provinces interested in expanding existing facilities 
or in inaugurating new production arrangements with foreign en- 
terprises will thus need to show more flexibility arid greater imagi- 
nation in financing their projects. 

With these guidelines in mind, provincial and municipal leaders 
will continue to seek commercial agreements, especially those that 
will help in the development of their light industrial sector arid up- 
grade their existing facilities. The current readjustment confirms 
that, while local, authorities may grant preliminary approval to a 
contract with a foreign partner, the central authorities will retain 
final jurisdiction. This need not be the case with every contract ne- 
gotiation. The degree of flexibility that a province or municipality 
may have in its commercial transactions, will also depend on the 
political stature and capabilities of the officials consulting with the 
central government. As long as the central authorities are confi- 
dent in the ability of provincial officials to expand trade, promote 
exports, and_ enter into financial arid contractual agreements with 
foreign companies, while not departing from the guidelines estab- 
lished by Beijing, the nianeuyerability of the province will be en- 
hanced. The greatest task facing trade authorities in the various 
municipalities and provinces is to determine to what degree they 
will be able to exercise final approval of negotiations for joint ven- 
tures with foreign Firms. 

The most important conclusion of the decentralization of foreign 
trade is that China's leadership is fully committed to it as one cor- 
nerstone of modernization. The trends and limits of decentraliza- 
tion have been carefully set forth and regardless of its innovative 
and experimental aspects, Beijing is clearly confident that problems 
and abuses will be corrected in time. _ 

One cannot doubt that the potential impact of decentralization 
on China's foreign trade and economic modernization is significant. 
Whether this new and innovative program will succeed is a ques- 
tion that can only be answered after several years of implementa- 
tion. * x 
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Introduction 

In 1977 when China's leaders dedicated themselves to the lour 
modernizations, they consciously- decided to reestablish Form^aUegal 
institutions as part of their ambitious plan of growth. In light of 
China's legal history since the Communist victory, in 1949, this de- 
cision is significant. Since 1949 law had borne the heavy- lmprimt of 
politics- since the late nineteen-fifties, the Chinese leadership had 
shown little concern for the fate of formal legal institutions; during 
the Cultural Revolution, the legal system had virtually ^ disap- 
peared: But since 1977, despite, fluctuations in economic policy the 
attitudes of the leadership toward law, repeatedly echoed by lower- 
level officials, have been noticeably positive and consistent: The. ef- 
forts that have been made recently to begin to build legal institu- 
tions are quite remarkable. j . , 

This essay examines recent attempts in China to create a formal 
legal system, identifies the principal themes associated with those 
efforts, and analyzes seme of the functions of the new institutions 
In one sense, this is an inquiry ijnto what has come to be considered 
"law" or "legal" 'n China today. 

The pages which follow first describe the lack of- a legal tradition 
in both historical and modern I times, against which current at- 
tempts to establish a legal system must be viewed. They then ^con- 
sider the recent efforts to create a judicial system and revive legal 
education and research, while identifying problems which long-es- 
tablished administrative practices and institutions and current 
policies pose for the new institutions. One conclusion reached here 
is that the attempt to refashion the legal system apparently aims 
at raising the regularity of official behavior and increasing stabil- 
ity of expectations beyond Jevels previously known in China since 
1949 At the same time, however, the future growth and autonomy 
of legal institutions are likely to be limited by policies, procedures, 
attitudes, and habits of behavior among officials and populace 
alike. Specifically, the announced goal of regularity in making and 
applying legal rules may be -contradicted by the long established 
mobilizational style of communist administration, by the dominant 
role of the Communist Party, and by techniques of using the law as 
an instrument to enforce discipline, assistjn ^implementation of 
current policies, arid deter viblatffohs of social order. 

This essay then identifies some of the functions served by the 
new institutions, of which the most prominent appear to be (1)_ re- 
inforcement of discipline and maintenance of social order, (2) con- 
trol of official_arbitraririess, and (3) prospective guidance^)! organi- 
zational and individual behavior, particularly economic. No institu- 
tion serves only one function, and Chinese legal institutions al- - 
ready serve mutually inconsistent ones. Moreover, in the future 
some of their functions may change in ways unforeseen or unin- 
tended by their creators,^ : f i 

Lastly, some observations have been included on the role ot law 
in China's international economic relations. New laws and regula- 
tions have been adoptei recently and more are to come, lne lead- 
ership appears to have the goal of establishing a framework for for- 
eign economic activity in ' China, including direct investment and a 
variety of transactions Jiitherto uncommon or unknown in the 

' • 21, ' 
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China trade. But pmjjmw towards .creation _b_f a system of clear and 
.ccmdsientjy-en forced rules to guide foreigners and Chinese officials 
alike is likely to be very slow. 

I: Chinese Law: The First Thirty Years 

Every successful revolution destroys much of the legal system of 
the society it has conquered. Thereafter, the government that fol- 
lows, at some time however postponed, has had to create, a new 
legal order. So too with China. But the Chines case is possibly ex- 
ceptional in that after the triumph of the Communist Party in 
1949, China's leaders— led by China's* most famous- Leader—suc- 
cessfully prevented for 30-odd years the growth of a clearly identifi- 
able body of legal rules, and the emergence of special agencies of 
the state created for the purpose of administering those rules. The 
most recent efforts to build legal system are best understood if 
the previous partial creation— and partial destruction — of an earli- 
er post-revolutionary Chinese legal system in the nineteen fifties 
are recalled. 1 

A: The Traditional Background 

Even before looking briefly at the nineteen fifties, however, it is 
necessary to pause for a moment to reflect on some salient features 
of China s traditional society as they shaped the role of law in that 
society. 2 The_ history of legal institutions in China-smce 1949 sug- 
gests the existence of some strong continuities in Chinese .cultural 
assumptions about law arid the role of law, and alsa suggests that 
the current efforts at institution-building may lead to basic 
changes in Chinese attitudes towards law. 

At the risk of oversimplification, it is useful to isolate four sig- 
nificant aspects of law in traditional Chinese society: 

1. THE PREVALENCE OF INFORMAL SETTLEMENT OF DISPUTES AND 
PUNISHMENT OF MINOR OFFENSES 

The traditional imperial bureaucracy descended territorially only 
to the level of the xian (county) magistrate, who in the Qing dy- 
nasty, as the lowest government official, governed perhaps two 
-hundred~arid--fifty-th-ousand persons. Given the relatively large size 
of each magistrate's jurisdiction de facto civil authority was in the 
most part lodged in the local power groups: landlords, the village 
heads, the merchant guilds, the clan (which united all persons de- 
scended from common ancestors), and, of course, the family. All of 

» For background on the Chinese legal system and Chinese law prior to the Cultural Revolu- 
tion see h mom* othors. Shao-chuan Leng. Justice in Communist China, New York: Oceana, 1967; 
Victor H Li Iaxw Without Ixturvers. Stanford: Stanford Alumni Association. 1977; Jerome Alan 
Cohen. The Criminal Proeess-in the People's Republic of CHina; Cambrid^-Hawar^Universitv 
p^ess 1968= Victor Li. "The Evolution and De^eiopJiienl^of the Chinese Legal System . John M. 
H Lindbeck, ed:. China: Management of a Revolutionary Society. Seattle: University of Wash- 
ington Press 1971- Stanley B. tubman, "Form and Function in the Chinese Criminal Process^. 
Columbia Law Review Vol. 69. No. 4 (1959); and Stanley B: JUibmaru "Mao and Mediation: Poll- 

r. 1 - -i f»- ■•-•|.-rr!=:.- /^>i^.-^.ii.:^* PLJ^;." ^Ilfnfnln T Dmfif>U> Vol H<lh7) 



a] China. Cambridge^ Harvard University Press, 1967; and Qu Tongzu. "The Qing Law: an Anal, 
ysis of Continuity and Change." Social Sciences in China. 1980. No. 3. pp. 10J-I14: Li. Law With- 
out Lawyers, supra note I. 
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these intheory served to heal many social rifts, .largely by provid- 
ing mechanisms for informaldispute settlement and by exerting 
^ressttre-Oit-disputants-or-other--violators --of social order to pre- 
serve social harmony. 

2. THE LACK OF FUNCTIONAL SEPARATION BETWEEN LAW AND 
BUREAUCRACY 

Traditional China possessed an intricate criminal code. Records 
of past cases were preserved, which, although they had no binding 
precedental authority, provided guidance to judges. There were 
legal specialists among the officials, especially at the upper reaches 
of the administration where all serious cases were reviewed, and 
magistrates were assisted by legal clerks. But the administration ot 
law at the county level—where most cases began and ended— was 
for the most part overseen by the local magistrates who more fre- 
quently than not lacked legal training. Law, then, never attained 
the status of a functionally specialized governmental activity. 

3: THE SUBORDINATION OF LAW TO A DOMINANT ST^TE^pAlLO'SO^Y. 

in traditional China law was essentially penal,\ functioning large- 
ly to reinforce the state philosophy of Confucianism. It is true that 
in most societies a major function of law is to support the_ domi- 
nant philosophical and ethical systems, but the extent to which it 
performed these functions in Chinese, society made it unique in 
kind, rather than^fnerely different in degree. For example, the pun- 
ishments prescribed by the criminal code for murder were gradu- 
ated in accordance with the difference between the murderer and 
the victim in the familial and social hierarchy. By the^ same token, 
if the murder had been committed in pursuit of o^es familial 
duties— if, for instance, it was committed to avenge th^ murder ot 
one's father— the convicted person could be allowed special consid- 
eration or pardon. In this system, "the hierarchic structure of roles 
espoused by the classical teachings of kinship, taught otedience to 
superiors, whether father or husband, gentry or official. ^ 

4. POPULAR FEAR OF ENCOUNTERS WITH THE LEGAL SYSTEM 

State philosophy, social structure, emphasis on informal dispute- 
settlement and the essentially penal nature of traditional-laws mu- 
tually reinforced each other. One consequence was that China soci- 
ety lacked a concept of individual rights that could be vindicated 
by agencies of the state. Also, when parties resorted to the forjnal 
judicial power, this was viewed as signifying a serious breakdown 
in the socia]_brder. Legal procedures were not designed to givq liti- 
gants comfort, but served rather to .discourage them and others 
from utilizing, the formal judicial process In the inquisitorial 
system that prevailed, the magistrate was allowed to torture the 
parties- accused criminals could not be sentenced until they con- 
fessed: and no professional class of lawyers was allowed to act as 
intermediaries. Indeed, the men who assisted litigants in drawing 
up documents required in law-suits were known as litigation tricK- 



3 Fairbank, supra, n. 2 at p. 24. 
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sters." Fees and bribes which had to be^paid to officials were high, 
and could even be ruinous. 

j3 r G^j^e5e -^i^Smc^i^^ : — 

- * ^ 

From the overthrow of the Qing dynasty in 1911 to Communist 
victory in 1949, post-imperial China was subjected to warlbrdism, 
continued exploitation from abroad, corruption within, war and 
civil war: Chinese* nationalist attempts to reform the law were for- 
malists, limited to the cities, and marked by corruption and inepti- 
tude. Certainly, given the social heritage described above and the 
disorder of the first half of the twentieth century, the Chinese 
people could not have had high expectations for a legal system 
when the Communist party achieved victory in 1949. " 

The organization, beliefs, and tactics of the Chinese Communist 
Party had their own characteristics which were hardly consistent 
with a meaningful formal legal system. The Chinese Communist 
Party did not neglect legal forms after, its victory, but. they_ pro- 
vided them With little content. After a five-year period (1949-1953) 
of what Liu Shaoqi, then a Vice-Chairman of the PRC, later called 
"revolutionary storm," by the mid-1950's the Chinese leadership 
had created the outline of a, functionally rational crimirial justice 
system in which suspected offenders would be arrested by a Public 
Security Bureau (police), formally accused by a Procuracy, and con- 
victed by a hierarchy of courts. For a brief interval a professional 
bar was established on an experimental basis, mainly in China's 
major cities^ Its role was largely limited to defending persons ac- 
cused of crimes, and the lawyers usually appeared on behalf of de- 
fendants who had already confessed their guilt. 

During the same period, the scope of civil law shrank. Although 
provisional regulations on inheritance were enacted and ownership 
of some private property continued, land x reform and the destruc- 
tion of the landlords (1949-1952), collectivization of agriculture 
r (1953-1956) and the "socialist transformation" of industry (complet- 
ed by 1956) greatly reduced the potential scope of rules of civil law. 

During this period directives transmitted- through the Chinese 
Communist Party apparatus, statements by Chinese leaders report- 
ed in the* media, and "campaigns"- intended to popularize and im- 
plement policies were far more important than formal law-making 
in administering Chinese society. Although statutes and regula- 
tions on substantive criminal Jaw and criminal procedure were pro- 
mulgated, they were ' general and tentative, and their practical 
effect arid implementation varied constantly with shifts in official 

policy. ~— 

Although on paper the judiciary was formally distinct from other 
state organizations and the Party, in practice it remained essential- 
ly undifferentiated from the administrative apparatus on the state. 
The Party with its tools of mobilization, the yoluntaristic mass 
movements spearheaded by Party members and ''activists," domi- 
nated the judiciary as well as the other state hierarchies. Much 
local dispute-settlement, for instance, was carried out by an exten- 
sive network of neighborhood committees of activists who staff the 




241 

basic-level local organs of local government, such as in the streets 
of China's cities. 4 __. 

Bat in 1956-1957 d number of leaders, particularly Liu Shaoqi; 
-Jildipate^zdfslre to move away from the _ase_ of campaigns in car- 
rying out policy, favoring uistead the use of a more regularized"' 
legal system. Even Mao stated in early 1957 that large-scale mass 
movements were basically over. 

Six months later Map reversed himself. The new emphasis on 
regularizing and developing the institutions of the state, including 
those of the still-emerging legal system, which had grown during 
the blossoming of the "Hundred Flowers," was condemned as 
"rightist", and by mld-1957 the slow and unsteady development of 
the legal system had completely stopped. The Ministry of Public 
Security and the Party reasserted their domination of the criminal 
process, leaving the newly created bar to wither away. The curricu- 
la of _liw faculties were heavily politicized. Although a criminal 
code had been drafted and considerable progress had been made in 
drafting a civil code, work on both was halted and neither was pro- 
mulgated: in the early nineteen-sixties, a brief attempt was made 
to reconstruct the legal system, only to be overwhelmed by the Cul- 
tural Revolution, which began in 1966. 

But, as the Chinese themselves emphasize, the years before the 
Cultural Revolution should not be regarded as lawless. Many laws 
and regulations were promulgated and a much more extensive 
body of internal directives was issued and conveyed along various 
channels to guide the administration of state-controlled enterprises 
and their relations with each other. These administrative, fiscal 
and economic rules were not then regarded as a portion of the 
formal legal system. Some economic and Legal specialists had 
argued in 1956-1957 for the need to systematize the rules appkctf- 
ble to economic and commercial enterprises, to create special agen- 
cies to handle disputes among such enterprises^ and even to use 
law-trained personnel to help administer the economy. However, 
such proposals for development of an economic. Jaw disappeared 
when the Great Leap Forward began in 1958. Although they reap- 
peared briefly -during the slow reconstruction pf the Chinese econo- 
my after the Great Leap, they too were also casualties of the Cul- 
tural Revolution. They have not reappeared until very recently 

It should be stressed that whatever progress made between 1949 
and 1966 toward creation, of a legal system was influenced by bta- 
linist and post-Stalinist Russia. _Not only did the formal structure 
bear a Soviet stamp, put there by Chinese heeding the instruction 
to "learn from older brother." In addition most theory about the 
function of law, except that which emerged from the brief Hundred 
Flowers period of 1956-1957 was derived from Soviet models, ihe 
view of law that emerged from this period, at the risk of oversim- 
plication, regarded law as formalizing discipline rather than creat- 
ing rights. This, then, is the original theoretical basis for the legal 
system that is currently emerging. ; 

*See ea. Lubman, "Mao and Mediation: Politics and Dispute Resolution in Communist 
ChinS*- sutra note 1 B. Mich aeV Frolic. Mao a People: Sixteen Portraits of Life in Revolution- 
ary China (Harvard Univ. Press 1980), pp. 133-135; 224-241. / 
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In this, context the traditional heritage of* Chinese law is rele- 
vant. In, Maoist China as before, law was perceived to be a vehicle 
for 'the expression of certain values, which were^emBodied in an of- 
ficial ph \}\p^^Ytyy^2W^^}^^j _^uaided_ by ah elite, charged with 
governing by virtue of noble example and deep wisdom. In Maoist 
China as before, law was undifferentiated from other bureaucratic 
activities: Peer group pressure was used to augment scarce #tvern- 
mental resources in punishing and deterring violators of social 
order. The system refused to recognize rights which could be assert- 
ed by individuals and vindicated by legal* institutions. Except for 
one brief interval /lawyers were targets of ideological rectification 
and thought refornj. v j 

"The formal legal system, to the extent it existed at all before the 
Cultural Revolution; waa nearly swept away by that spasm; it had 
not taken root in the inhospitable soil offered by Chinese society. 
1 More recently, the damage done to Chin§?by the Cultural Revolu- 
tion has moved some Chinese leaders— and many Chinese citi-* 
zeris— to_ believe that the regularized formulation and __a|^licatjb_n 
of known rules should have a prominent role in the government of 
Ch,ina. When Chi na's present leadership^ victoridus after the over- 
throw of the Gang of Four; decided to overcome the chaos of the 
\ Cultural Revolution and restabilize Chinese societyj they looked 
\back to the institutions — and some of the speculations about 
\them— which they had begun to create over twentyvears ago 
be for e t he Great Leap Forw a rd I . 

^ In some ways; therefore; current activities^rJeTatedly continue 
earlier Chinese efforts to build a legal system in the nineteen-fif-, 
ties: The mcffit recent developments should not obscure the fact 
tliat^Chiha^nad already developed, however invisible to most out- 
aWfers^i > Dasic stratum of legal institutions arid rules. They are like 
buildings put to ruin, for which the*" architectural plans have re- 
in aiinecl Institutions and rules are now being recreated and corisbli- 
dated along lines which they were intended to follow decades ago: 
Aspirations for law which vvero briefly asserted more than twenty 
years ago in the Hundred Flowers and then soon rejected and 
abandoned not only remain relevant, but are linked in the minds 
of Chinese modernizers with institutions that were created once 
before, only to be denied real life and continuity. At the same time 
the current experiments do not merely aim to resurrect the institu- 
tions of the nineteen fifties, but also encourage some Chinese to 
!°QkJ Ju rther, ialbeit h esi tantly , to a d i ffere n t ki h d of society. How 
far _the new institutions can go beyond their original models is still 

difficult to say. ______ 

The mixed legacy of values* practices and institutions which has 
restrained the.role of law in China in the past provides a necessary 
perspective w recent developments in the legal sphere. Viewed 
from that perspective, China's leaders are not only drawing on 
their cultural legacy, but are seeking in some important ways to 
transcend it. Before analyzing it below, however, it is necessary to 
examine the process of institution-building. 
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tt; Institution-Building 

A. Codes 

From the late nineteen fifties until 1978 China's leadership did 
hot move to enact legal codes. After a new Constitution was adopt- 
ed by the First Session of the _Fi_fth National People's Congress in 
early 1978 the heed for Jaw codes began to be stressed publicly for 
the first time in more than twenty years. 5 Some articles began to 
link orderly economic development with the growth of a legal 
system; one, for instance, warned that unless "explicit and stand- 
ardized provisions" were enacted, progress toward attainment of 
the Four Modernizations would be hampered. 6 ______ 

Codification proceeded surprisingly quickly: Then Vice-Premier 
Ye Jianying stated in early 1979 that studies on drafting new laws 
and revising existing laws were being made for presentation of the 
next session of the National People's Congress. 7 In January; 1979, it 
was announced that deliberations would begin "j^ortly^on the 
new codes. 8 In late February, Peng Zhen, former Maycjr of Peking 
and an early target of the Cultural Revolution, was named head of 
a newly created Legislative Commission of the National People's 
Congress. 9 New regulations on arrest and detention were issued. 10 
In July 1979, the Second Session of the Fifth National People's 
Congress adopted codes of criminal law and criminal procedure 
(sometimes referred to below by their official titles, "The Criminal 
Law" and "The Law on Criminal Procedure"), as well as new law? 
on local people's congresses and people's governments, an electoral 
law^ and, most novel of all, a law on joint ventures. The law Qn 
joint ventures went into effect when it was promulgated, while the 
others became effective in January, 1980. 1 1 Much civil and econom- 
ic legislation is also being drafted, including a civil code. 12 

B. The Courts 

1. THE JUDICIAL HIERARCHY 

Most of the recent emphasis on the legal system has been devot- 
ed to rebuilding the courts and the formal criminal process. China 




^rbi? and Hu Qiaomu. "Act in Accordance with EconormcXaws, Speed up , the. FAU^Mody^ 
teations\ Foreign Broadcast Information Service. People's Republic of China Daily Report (here- 
after FBIS), October U. 1978. SI. 



after FBIS). October U. 1978. SI. . . K _ . , f , " ... .. pmc p . rtlQI ^ ,j. 1Q7q km. 
i -Ye Jianying Discusses Revisions in Nation's Legal System , FBIS February 14. 1979, fc4 

Er !» "Central Organizations Preparing Draft of New Laws, Regulations", K13IS February 7. 1079. 

^""Former Beijing Mayor Peng Zhen Heads New Legal Commission '\ FBIS February 26, 1979, 
E1-E2 (Peng held a similar position before the Cuitu.ral^evoluuo.i). _ " iq79 E „ 

in "Npc Promulgates New Regulations on Arrests, Detentions , FBIS February ^6, EZ- 

E5 i"t Th e texts of these laws are found in RMRB July 6. 1979 and July 7 1980 and translated in 
FBIS July 27, 1979 Supplement No. 19. FBIS July 30, ^?*^l^^!^:^^..i_.-= « , 

A c vil procedureTode was promulgated on March 8, 1982. See "CivU^edure Law of the 
Peop^s &&CWna," JPlWo* March 22..W82. Political. Sociojogjc^l and Mi itary Af- 
fairs, No. 283, pp. 32-67: An economic contract law was adopted on December 13. 1981, see pp. 
263-267, 'infra*. 
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has three types of courts: the Supreme People's Court in Beijing, 
local people's courts, and special courts jmili.ta.ryt railway _tran_s : 
port, water transport, forestry, and other unspecified types): The 
new Organic Law of the People's Courts repeats the Constitution in 
stating that ail citizens must-be treated equally before the law. It 
provides for public trial and for the right of accused persons to be 
defended by a lawyer or other person designated by him: Cases are 
to be decided by a panel of judges sitting with two "assessors" 
chosen from the masses. Within the courts "judicial supervision" is 
to be exercised by "judicial committees" (a term sometimes trans- 
lated as "adjudication committees") which are to "sum up judicial 
experience, discuss major difficult cases and other issues regarding 
judicial work." 

The hierarchy of people's courts has three levels: the "basic" 
level (in rural counties or in districts in major cities), the "interme- 
diate"; level (essentially in provincial districts and in districts in 
major cities); and the "higher" level (provincial or city-wide in 
major cities). Above them all is the Supreme People's Court. Ac- 
cording to the Criminal Procedure Law only brie appeal to the next 
higher level is technically possible 15 except in cases involving the 
death penalty. Reflecting great concern to punish serious- crimes 
expeditiously, the Standings Committee of the National People's 
Congress temporarily reduced the jurisdiction of the Supreme Peo- 
ple's Court by deciding that from July 10, 1981 to the end of 1983, 
most cases involving the death sentence could not be appealed 
beyond the "higher" level people's courts. 14 

Efforts are being made to staff the courts and raise the legal so- 
phistication of the judges. Progress has been slow, as is suggested 
by a report of a conference on judicial work in Guizhou in October, 
1980, which says in part; 

Guizhou had few judicial cadre.su_an.d_they were of poor quality, and the tempo- 
rary shortage of cadres had _not been completely resolved. ..The judicial systems, par- 
ticularly the syste ms_ of_ LegaL p ractic e, defense and _ t h e peo pie s assesso rs, we re far 
from meet i the requir em en ts_ of a perfect legal system . . The current 1 ega j p ropa : 
ganda and education work could not meet the demands for the development of the 
situation. ir> 

. There are other signs that progress has been modest in applying 
new law and procedures in China. Jiang Hua, President of the Su- 
preme People s Court, in discussing the task of implementing the 
criminal law, has said: 

_ _ People's courts everywhere have done a great deal of preparatory work in putting 
into practice the criminal law and the jaw of criminal procedure [sic]. Some have 
also carried put test points for public trial and acquired a bit of experience as well 
as making some foolish mistakes. 

He went on to stress the need for adequate staffing of the courts 
and for' education of cadres on the role of the courts. 16 
- The -staffing problems\of the courts have been reflected in the 
difficulty that courts have had in handling cases within the time 
limits provided by the co8e of criminal procedure. In June, 1980, 

,:I See also "Organic Law for People's'Courts", FBIS July 27, 1979 Supplement No. 19, pp. 20- 
27. ; i - -- \ - ----- 

>« •'Decision on Death Sentences". FBIS June 11, 1981, K-l. 

"Guizhou Conference on Jiidicial Work Held 20-26 October," FBIS November. 13. 1980, QF2. 
16 Jiang Hua, "Earnestly Perform People's Couri Work Well". RMRB April 9, 1980, p. 3. 
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for instance; tho- Jliin Provincial People's Congress announced that 
because or the large numbers of criminal cases and "the lack of 
sufficient personnel to handle the work at present", it would be 
necessary to extend certain time limits provided by the criminal 
procedure code, such as that for- detention of an accused .pending 
preliminary investigations (lengthened from two to three months) 
and for the Procuracy and courts ta make decisions after investiga- 
tion, prosecutions and appeal. 17 In Shanghai, it has been an- 
nounced, "in view of the large number of accumulated cases and 
'lack of personnel at present . . . the legal time limit for investiga- 
tion, prosecution, [trial at] first instance and trial on appeal at 
•second instance will be extended appropriately. 18 As will be seen 
'below, another response to the current needs of the court is to 
expand facilities for training of personnel: 

2. THE FORMAL CRIMINAL PROCESS At WORK 

a. Popularization of the formal criminal process 

China s newspapers, radio, and television, once devoid of refer- 
ence to Chinese law, are expending much effort to convince the 
Chinese people of the contents of, and: the need for, the new legal 
system. Popularization of the new criminal law has been carried 
out energetically since the promulgation of the new code. An arti- 
cle in the People's Daily of July 17, 1979, for instance, called for 
"correctness, lawfulness and timeliness in carrying out China's 
criminal law and law of criminal procedure." 19 The author called 
for close studv of important technical distinctions made in the 
criminal code and code of criminal procedure such as the difference 
between intentional and unintentional acts, and to the careful clas- 
sification of cases according to statutory definition. He urged strict 
adherence to the rules of criminal procedure and to careful obser- 
vation by each agency involved in administration of the criminal 
process of the limits on its activities by taw. Without specifically 
referring to the blurring of jurisdictional lines and the police domi- 
nance of the criminal process during the 1950s and the 1960's, the 
author evoked that earlier perversion of the scheme when he said: 

Their operating ranges and limits of authority tf.e,. of police, procuracy, and 
courts! must not be confused. They are not interchangeab_l_e,_n_or can they go beyond 
the limits of the law. Only thus can they act in accordance and enforce it strictly. 

High-level support for carrying but the new laws has been re- 
peatedly, expressed in the pages of the People's Daily, as in reports 
on symposia attended by high-level national and local leaders. 2 
Articles and pamphlets explaining substantive legal concepts and 
aspects of criminal procedure are frequently published. \ J 



•"•Resolution on Handling Cases", FBIS, June 11. 1980, S-2 v - 
'""Shanghai Judicial Decision". Joint Publications Research Semce. China Report Ihereafter 
JPRS> 7\\m October t:"). 1!>H!>, Political, Sociological and Military Affaire No._128, p. - ; ; 

SwHhS fexiang. -Correct, Xawful and Timely-Several Thoughts onvStudying China sCnmi- 
nal and Law of Criminal Procedure". RMRB July 17, 19X0, p. 3. excerpte translated in 
FBIS, July 27, 1979, LI. - — x ; 

- *°Se«,"e:g.. "Renmin Ribao Editorial Board Holds Symposium on New Laws"; FBIS August 10. 
1979/Ll. "Anhui Holds Forum to Study, Publicize New Laws", FBIS August 10, 197^ 04-05. 
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b. Reports of criminal rases 

Much publicity is. regularly given to the courts in their most 
common activity, of deciding criminal cases. In an illustrative 
report in early 1979, for -instance, the Beijing Daily published an 
article describing a trial for theft in the Beijing Intermediate Peo- 
ple's Court. The article compared adherence to the requirments of 
the constitution with frequent past violation of these requirements, 
such as openness arid publicity of the trial, meaningful participa- 
tion of the people's assessors, and the defendant's right to a 
lawyer. 212 - 

If the public reports of trials are intended to inform the Chinese 
people that people's justice has been revived, another important 
message is that criminal disruptions of social order must be pun- 
ished severely. In an April 11)111 report, for instance, nine criminal 
cases were discussed: two murderers were sentenced to death, an 
automobile thief was sentenced to death but his sectence was sus- 
pended for two years, five, criminals were sentenced to various peri- 
ods of imprisonment, and one criminal received a suspended sen- 
tence of three years. The trials of all of these criminals were con- 
ducted one after another by the Guangzhou Intermediate People's 
Court in the Guangzhou Gymnasium, and were attended by 5,000 
spectators. 2:1 

fcater in 197!), according to another report, an accused robber 
and mu rderer was t ried, convicted and se nte need to d eath. He ap- 
pealed — an unusual move — but his appeal was denied and his sen- 
tence was announced at a public meeting in a Shanghai stadium 
attended by more than 2,000 persons who "clapped and cheered 
and voiced unanimous support for the decision of the People's 
Court": -After the verdict was read the criminal was led away and 
sh ot . 2 4 I n another case a Sh a ngh a i wb rke r was a r rested fo r s h ie ld- 
ing and hiding ^ murderer, but because he "came to understand 
his criminal act" and "expressed his determination to criticize and 
overcome the reactionarycode of brotherhood and remold himself, 
he went unpunished. 25 In another sensational case, an accused 
rapist was tried publicly and then shot. The trial was not only 
public but was televised. 26 

The use of sensational criminal trials to publicize the harsh pun- 
ishment that awaits serious criminals has been common in China 
since 1949. Selective publicity of cases, especially during the pro- 
ceedings before the outcome is formally known, raises the obvious 
questions to the foreign observer about the fairness of the trial and 
the distance between law and policy, which are addressed below: 

c. Chinese conceptions of the public trial 

At the same time, it should be noted that public trials are not 
held in China unless the court is convinced on the basis of its pre- 



""PeopU-'s Courts Said to Have Been Glvun Back to the Masses". Beijing Ribao January 21, 
1979, JPKS Translations on People's Republic of China No 530, June IS, 1979, pp, 6-9. 

2:, "CaunKzh_ou Intermediate People's Court Holds Publie Trials". Nan fang Ribao April 10. 
PJ79, p.l; translated in JPRS No. f>:«). June 15, 1979, pp. 20-21. 

^"ShariKhai District Courts lmpose_Dealh Sentences". FBIS November 19, 1979, 02-0;i. 
. 2JS "Shanghai Case of Shielding Murderer Handled According to Law", FBIS Au*r» t 9. 1979. 

= " "Beijing Rapist-Murderer Excuted". Xinhua Daily Bulletin August IK, 1979, pp. 21-22. 
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trial investigation that the facts alleged will be proyen_in open 
trial: Even now, if there is doubt about the defendants guilt, the 
public trial will most probably not take plade.^ . - . 

Since the nineteen fifties, whenever public hearings revealed im- 
portant inconsistencies in evidence gathered before and _at_ such 
hearings, the courts would adjourn to continue their investigation 
in private. The function of the trial has been to demonstrate guilt, 
rather than to inquire into the alternatives of guilt or .innocence. 
This conception of the public hearing continues to survive, as one 
controversial case suggests: Fu Yuehua, a leading dissident woman 
cadre, was convicted of violating public order by creating a disturb- 
ance to protest official inaction on her complaint that she^had^been 
raped by her supervisor. At the public hearing, she introduced two 
items of evidence that had not been part of the record. At that 
point, reported a Xinhua news release of January 6, 1980. 

•The collegiate bench of judges held that the evidence that she had put forward 
n >t be further investigated and the hearing was adjourned. The court then as- 
m^ied personnel to plunge deeply into the masses and conduct a thorough investiga- 
tion. Meanwhile. Fu Yuehua was called back to courtjseveral time to check the evi- 
dence. 5 ' 7 

At a later public trial, Fu was convicted. 28 This and other publicly 
reported cases, including those attended by foreign observers, em- 
phasize that China's judicial architects are not interested in con- 
structing an adversary system. ! 

In this regard, Chinese commentary on the trial of the Gang ot 
Four" is relevant, because it vividly illustrates basic Chinese views 
on the nature of the criminal trial. The trial was frequently char- 
acterized outside China as a "show trial", and as illustrating the 
hypocrisy of officials who have urged that China s adoptior^of a 
criminal code signals a new impartiality in Chinese law.-* As 
much as the trial was a political event, itiwo.uld.be wrong to dis- 
miss it as such without also trying to understand its implications 
for Chinese- attitudes toward the criminal process. . 

Moreover, the Chinese leadership has been sensitive to foreign 
criticisms. Fei Xiaotong, China's leading sociologist and himseif _a 
previous victim of official persecution, was a member of the special 
tribunal that heard the case and sentenced thedefendants._In an 
article intended to refute foreign criticism, Fei was quoted as 
saying " It would be improper to measure the case against the 
criteria of Western laws or any other foreign laws or for others to 
try to pick holes in China's legal proceedings. 3 * Fei readily ad- 
mitted that China's laws still need improvement, but he pointed to 
the enormity of the defendants' crimes and the extent ot the inju- 
ries and deaths they are alleged to have caused. He further stated 
that the trial of the Gang of Four marked the conclusion of an un- 
fortunate period in Chinese history and the beginning of a new 
stage of stability, unity, democracy and legal rule. Indeed, he 
added, it was a lesson to the Chinese people on the need for a com- 
plete legal system. 

""Xinhua~Gives Background. Drttf'* of Fu Yuehua Trial", FBIS January 9. 1980. U0-L14. 
» S^'e.g.. David Bonavia. "Give Them Rice and Circuses". Far Eastern Economic Review. 
^SKg Comments on Trial'-. FBIS February 2. 1981. L9. 

\ ' 
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Other discussions by Chinese jurists have, pointed out that al- 
though _China ji^^j^i_j^9S^}^.tt^ Pr!n c VPA e .Pf .^he presumption 
of innocence, neither do some other legal systems; that although 
the judges and the tribunal took an active role in interrogating the 
defendants, this is common in Continental if not Anglo-American 
law; that the defendants were tried for acts which caused personal 
injuries and deaths rather than for errors of judgment in exercis- 
ing their leadership of China at the time; arid, most importantly, 
that the aim of the proceedings was to investigate the facts alleged 
in the accusation, and that the tribunal was throughout attentive 
to the need to prove the truth of the facts alleged. 31 

Limitations of space prevent detailed discussion of the case and 
the issues it rajses. For purposes of this discussion it may suffice to 
say that the trial, like the political upheaval that brought about 
the rise of the defendants and the growth of their power, was an 
extraordinary event and must be judged as such. Analysis and per- 
spective are not aided by simply characterizing it as a show trial 
and as unfair; on the other hand, neither is analysis aided by sus- 
pending judgment and making sweeping comparisons to the Nu- 
remberg trials. a2 

Fei Xiaotong's comments are of interest because they express the 
desire to close a politicized chapter in Chinese history and advance 
to a system inimical to the growth of arbitrary powers like those of 
the defendants, and one in which legal institutions will be mean- 
ingful. More to the point, so far as China's law itself is concerned, 
is the insistent emphasis in most Chinese discussions of the trial of 
the Gang of Four on the function of the criminal trial as an inves- 
tigation into the accuracy of the facts and into their sufficiency to 
substantiate the charges against the defendants. The trial of the 
Gang of Four, whatever its deficiencies from a Western perspective, 
illustrates a view of the criminal process which can be expected to 
endure and to be employed in criminal proceedings involving less 
infamous defendants, including foreigners. 



The Procuracy is both the prosecuting authority and an agency 
charged with upholding the lawfulness of the prosecution. It must 
not only obey the law itself, but must simultaneously check any 
unlawfulness of the Public Security departments or the courts. 
Apart from its duties as a participant in the criminal process, the 
Procuracy has the additional affirmative responsibility of protect- 
ing the right of citizens to accuse State officials of violating the 
law. Further complicating its tasks, however, is the fact that the 



*' Set eg Noted Jurist Evaluates L\n Bino-Jiang Qing Trial Xinhua News Bulletin Janu 
ary 2!). 1981, p. 7; "Leading Jurist on Trial of Liri Biao^Jia^ Qihg!^ Xinhua:^ 
Jan u ; t rv 8 _ 1 ') 8 1 p ft. Inte rv»ew with V ice-Cha l rm a n o f Leg a 1 Affairs Comm ission Beijing 
Keviewl January 12. 1981. Number 2. p. 21; "Noted Chinese Jurist on Principles Concerning Chi- 
nese Criminal IVoctdun in Trial of Lin, Jiang Qing . Xinhua News Bulletin November 19 
1980. p. 19; "Kenmih Kihiux on Kvid^nclv in Lin^Jiang Trial" FBIS, February 11, 1981, L .23; 
'Irhiim i<u:i on Trial of Lin Kino and Jiang Qing Cliqus", Xinhua News Bulletin. March 3, 1981. 

- a2 Fox Butterfield, "In China Thev're Presumed GuiltV- Uji 

Ti m es. Nove m ber _2a_1980. For a scholarly an a lysi s of t he N u re mberg Tria Is w h i ch d ist i n#tf ishes 
them from othec forms of political justice, which is relevant herer see Otto Kirchheimer. Politi- 
cal Justice. Princeton: Princeton University Press. 19K1, pp. 
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Procuracy is also supposed lb heed the leadership of the Commu- 
nist Party— but without, at the same time, violating its own 
independence under law, ... ..... ; r .^. 

The earlier Procuracy established in the nineteen, fifties was 
unable to reconcile all of these tasks. From- its inception^ it was 
dominated by the police; during the Cultural Revolution it fell into 
disuse and after the Cultural Revolution it was abolished. Since the 
adoption of the new laws in July, 1979, a regenerated Procuracy 
has begun to reassert its functions and try to reconcile conflicting 
demands made on it by law and policy. - 

The problems of the Procuracy have been aired publicly.^ For in- 
stance, at a Supreme People's Procuratorate "work forum imme- 
diately following the National People's Congress in July, 1979, 
Peng Zhert, Director of the Legislative Affairs Commission of the 
NPC Standing Committee, sounded the basic theme in a speech in 
which he stressed "the need to! rule the country by law and the 
need for the people's procuratorates at all levels to exercise proc- 
uratorial authority independently." He stated: 

It would bo malfeasance if a procuratorial organ failed to do well in exercising its 
procuratorial authority independently. Now that the party and the state have 
placed this authority in your hands, you must no longer have any lingering tear but 
should display the spirit of one who still retains plenty of fight. 3 

Chief Procurator Huang Huoqing echoed the metaphor of strug- 
gle calling on the Procuracy to understand they have a arduous 
but glorious task". He urged them to "pluck up their spirits, unite 
as one and work hard." He did not minimize the obstacles they 
faced. He said: 

It is necessary to be fully prepared against obstructions from the practice of fac- 
tionalism, the assertion of privileges and the force of old habit,^ advocate^the^v^ 
lutionary spirit .of mihencUniJ enforcement of the law, of unselfishness and or being 
prepared to give our lives for the socialist legal system, to adhere tothe princirfexrf 
Exercising our furnction and authority independently according to the law and tn e 
principle that everyone is equal before the law and to strive for victories by daring 
to struggle and being good at waging struggle/ 14 

Huang also spoke about the role of the Party. He said: 
While the law provides that procuratorial organs exercise their functions and 
powers independently according^to the law, this does not lessen the responsibility of 
a party committee in leading a procuratorial organ. 

Using, a formulation which has apparently become standard, 
Huang also said that the task of the Party Committee is to exercise 
its .leadership over questions of "line, principles and policy , __I he 
implicit but important distinction involved is between permissible 
general guidance and improper interference in the disposition ot 
individual cases. Party Committees furthermore had to help^tne 
Procuracy to "overcome interference," select and train outstanding 
cadres, and generally assist the Procuracy in all ways possible. 
And whether ^paradoxical or not, the Party Committee must itselt 
supervise the Procuracy's strict enforcement of the law," 

Some of the aims of Procuratorial activities and problems which 
they raise are apparent from media reports. One article published 
in Shanghai stated, "procuratorial organs at all levels in this city 

"''Supreme People's Procuratorate Holds Work Forum", FB1S August 6, 1979, LI-L2. 

3 « Ibid. 

3S Ibid. 



250 



\ 



actively uphold thi» ivmii system; working together-on a task engenr 
dered by letters and inquires they. redress unlawful incidents and 
receive the support and praise of the masses." Sortie units such as 
factories were still unlawfully arresting and imprisoning persons, 
confiscating personal property arid restricting \ freedori "in the 
name of conducting study classes./* 

The article further told how the leaders of a party branch in a 
government unit unlawfully imprisoned a worker suspected of 
having pilfered a watch and had held him for 26 days Until he con- 
fessed. After being released, he retracted his confession and com- 
plained id the Procuracy, which investigated and brought* about 
both an official apology to the wronged worker and return^of the 
money he had been forced to pay as restitution. The same article 
also told how the Procuracy investigated the wrongful act of a 
Pa rty Co m m it tee arid a Public Sec u rity u n i t rn a r rest i ng and i n te r- 
rogating a suspect in a rape case and obtaining his confession by 
torture. The units which were found to have conducted these meas- 
ures unlawfully were told to apologize publicly, pay the wronged 
wy_ r H e r h i s jwages fo r the pe r iod b f h is d e t en t id n _ari id abs tai n from 
imposing any disciplinary sanctions on him. A mass meeting! was 
Held at which "his good reputation" was restored, his wages paid in 
foil, and thus, concluded the article, the "unlawful incident" was 
" r§d jessed . " It should be n bted , however, that in neither of the 
cases described was reference' made to punishment of any of the 

cadres involved. :,G " 

- Media, reports emphasize the role of the Procuracy as prosecutor: 
I n_ mid-July, 1 980 at a n a t i onal con fe r e n ce o n _ c r i mi n al p roc u rato- 
rial work, it was announced that the central tasks of the Procuracy 
were "to ea r n es t ly en fo rce i t h j e _ [ c r_i m i n al 1 a w 'a n d » the 'law of _c_r i m i - 
nal procedure/ to bring about a radical iurn for the bettex in 
public order and to serve the motherland's four modernization.' " 37 
Later in the year, a provincial procurator's report stated: 

Conscientiously enforcing the criminal law arid the law on criminal procedure, 
firmly striking at criminal offenses and ensuring a political Situation of stabililty 
arid urijty are important premises for the realization of the four modern izatibJis: 
Since the past winter the province's public security arid order have been- unstable 
l-nd people, brie after another, called on the judicial departments to punish crimi- 
rials according to the law so as to successfully maintain public security and; order: 38 

When economic crimes have been of particular concern,' heavy 
emphasis has been placed on the Procuracy's role in investigating 
and prosecuting persons guilty of corruption, illegal cutting, down 
of trees, tax evasion and other economic crimes. One article, com- 
plained that 

__ 1 n pj- d v r t p . p r o t ec t .. t h e i r pe rso n a I . i n te rests., some ca d res of state organs whose re v- 
oiu_tionary_ will has been waning dp. all kinds pf_ terrible things:, establishing secret 
ties^enga^ing Jn back_dppr dealings and violating laws and discipline. This results 
in great loss to state property. 119 » 



:xn Li Xia and Wang Yuanjun, "Procuratorial- Organs fit A+l I Levels in -This- -City- Aet-iveiy 
Uphold the I^gal System"; Shanghai Liberation Daily (Jiefahg Ribab) April 2, 1979, 2, JPRS No. 
T>'M), June 1",. 11)79, pp. 10-12. . ? . ... 

n7 "Huang Hupqing AddresseS Conference on Prosecuting Criminals," FBIS July 7, 1980, LKJ- 
L14; see also "People's Proeuratrates Legal Achievements Cited," FBIS Jan, 1G, UY8U L21-L22. 

3H "Gansu Procuratorate Chief Reports at Fifth Congress FBIS January 3, 1981, T1-T2. i 
__l 9 _"Better^EconomicPrQCuralorial Work Urged*' JPRS No. 76(574, October 22, 19H0. Political, 
Sociological and Military Affairs No. 93, p. 1. 
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The article weilt on to complain that the Procuracy encountered 
considerable resistance when it tried to investigate suspected crimi- 
nals; "some try to impede procuratoria[ organs in exercising their 
legal rights by pleading for mercy for defendants, making false tes- 
timony or deliberately making things, difficult for procuratorial 
personnel." Renewed efforts were called for to assist the Procuracy 
to fight economic crimes. 40 _ . r u 

As noted below, similar reports describe the activities of the 
courts in punishing economic crimes. The harnessing of the institu- 
tions of the forma] legal process, such as the Procuracy, to imple- 
mentation of current policy raises serious questions for the future 
growth of Chinese law which are examined below. 

D. Lawyers 

} 1. REESTABUISHMENT OF THE CHINESE BAR 

Slow progress is being made toward re-establishing the Chinese 
bar, which/ was established in the mid nineteen fifties and which 
Has' disappeared even before the Cultural Revolution. The new code 
of criminal procedure defines the role of lawyers in defending per- 
sons accused of crimes. They must, "on the basis of facts and law' 
provide material bearing on the defendant's, innocence or lack of 
responsibility, the degree of his crime, and the gravity of punish- 
ment.** 1 "Legal advisory offices" in which citizens may consult law- 
yers have begun to reopen.**- - ... 

In September, 1970 the Dean of the Law Department of Beijing 
University was quoted as saying that the newly formed Beijing 
Lawyers Association had fifteen members, "including a few train- 
ees" and that he hoped the number would rise tu 40 by the end of 
the year. Lawyers must be graduates of law schools or law depart- 
ments: They begin as trainees and can receive a "lawyers certifi- 
cate" after one year of on-the-job training. Persons who have 
worked" as judges or Procurators in the past are qualified to be law- 
yers, as are law teachers. As in the Soviet Union, which supplied 
the model for the lawyers' associations established in the mid- 
19o0's,jclients must pay a fee for services rendered, but the Jee will 
~lioT15e7kept by the lawyers, who will" be paid salaries. 

The/Dean noted that since April 1970, when the Beijing Lawyers 
association was organized with only four members, lawyers from 
the group had already acted as defense counsel in over twenty 
cases: He told of one case in which a lawyer had successfully ap- 
pealed for leniency on the ground that the defendant had commit- 
tee rio previous crimes, had acted only as an accessory to the bur- 
glary of which he was accused, and had also confessed and exposed 
the/chief culprit. The Dean then said, "China is improving its legal 

Wlbid. See also 'Troc'ur«toruft-s Intensify Economic Crime I n s pec *■ }° n ' ► JJSJL?: ™S^^Ua^ 
I.2V: it;.uun«diih*t cashier sentenced to lift- imprisonment for embezzhnK; 22o,(H)0 RMB 
prJc-jratunitMi at all levels huve now directed their uttention to cases involvinfi illegal retention 

"^A^U™ {^'^Crulun J .C^"^:? Vmp L K,pubHc of China". FB.S 

1^eSl e r»n^°ShU'4 6 '"A Le«al Consult*. Office": China ^constructs June 
WHO pp' &-49?™urinan tcgal Jtdvicf J3fW. FBIS Apri.1.25. '»«'• Q* °"° "Mm County 
Strengthens Socialist Legal System". FBIS August 22. l!)7!l. S2-:i. 



252 

system. I think the I a wye rs will contribute to the success of the 
work, which is vital to China's future." * : * 

By January, 1980 the Beijing Lawyers' Association had increased 
its membership to 58, Expectations at that time were that it would 
grow to 100 by mid-1980. Offices were to be opened in several of 
Beijing's districts and in 12 suburban counties and districts. 44 In 
July 1980, the Beijing Review reported that China had nearly 200 
lawyers' associations and legal advisory offices. 45 

Two years later, in January 1982, China had over 5,500 fulltime 
and 1,300 part-time lawyers, working in 1,300 offices. 46 By April, 
1982 153 full-time- and 150 part-time lawyers were working in 19 
offices in Beijing. 47 

p 2: Perceptions of the role of the lawyer 

The reestablishment of the bar means that the role of the lawyer 
in Chinese society must be defined. A debate common in the 1950's 
has been revived: When a lawyer defends persons accused of crime, 
is the lawyer also tainted with his 

tides in the press and legal periodicals have vigorously argued that 
lawyers play a constructive role by assisting the court. At the same 
time, public commentary has distinguished such assistance from 
trying to trick -the courts, Using technicalities, and otherwise 
behave the way bourgeois lawyers are supposed. to. Moreover, the 
effectiveness of the lawyer is restrained by hostility to the pre- 
sumption of innocence: Although there has been considerable dis- 
cussion about this principle, it has been, rejected in one publica- 
tion by the Soiitical-Legal institute in Beijing. 48 

In August 1980J'pr6visjbnal regulations" on lawyers were adopt- 
ed by the Standing Committee of the National People's .Congress. 
The lawyers are to be paid by the state, and they are not allowed 
to have "personal offices", according to a Xinhua press release of 
August 26, 1980. "No organization or person is permitted to inter- 
fere with lawyers' work , stated the release, which also said, "in 
performing their services, lawyers must serve the cause of social- 
ism and the interests of the people, act on the basis of facts and 
take the law as their criterion." 49 . 

A vice-minister of justice was quoted as saying that, * many legal 
questions will emerge as the country reforms its economic system, 
and lawyers will play a large role in the settlement of economic 
and property disputes through mediation, arbitration i a_nd_ Jaw- 
suits. Unli_ke previous discussions of lawyers, this one emphasized 
the lawyer's role in civil law transactions and in foreign trade. The 
new lawyers' offices would of course continue to expand their activ- 



4:1 "Beijing Lawyers Prepare to Handle Cases", Xinhua Daily Bulletin September 6, 1980, pp. 
4-6 -- - 

""Beijing Lawyers' Association to Grow", Xinhua Daily Bulletin, January 30, 1980, pp. 8-9. 

«* "Legal Advisory Office," Beijing Review No. 28, July 14, 1980, p:2& - 
"China has 5,500 lawyers," Xinhua Daily Bulletuu January U, 1982, p. 23. 

* I " Xi nhuu Discusses Role Of lawyers in Beijing," FBIS Apr il 21 , 1982, p 1 . - 

*"Sc*J Wu Lei, "The Accused Has the Right to Defense ^ Guangming Kibao August 4, 1979 r p. 
3 translated in FBI& August 24, 1979, U1-LT>; V'Noted-Jurist.on Right, to Defense in Chinese 
Law", Xinhua News. Bulletin July 8. 1980, pp. 14-18; and Procedural Law Educational and Re- 
search Section of the Beijing Political -Legal Institute, Talks on the Law of Criminal Procedure 

of the People's Republic of China, Beijing: Qunzhong Chubanshe, 1979. . . — 

"Provisional Regulations on Lawyers JVd0pted' ,OCinhua NewsBulLetin August 27, 1980, pp. 
20-2T Text Of the Repletions are found in FBIS August 28, 1980, L6-L9. 
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ities in criminal cascH-iis well, it seems safe to predict, Underlining 
the tentativeness of the Chinese in this area, as i well as the new- | 
ness of the institutions, is the fact. that the new regulations did hot J 
go into effect until January 1, 1.982. 50 _In the meantime, experimen- 
tation under the new regulations, was carried out to learn more 
about practical problems. . . ... ___ 

Discussion and uncertainty will undoubtedly continue as the bar 
expands after many years in limbo. The Provisional Regulations on 
Lawyers, while intending to institutionalize the bar, also express 
the tensions inherent in the functions of the Chinese lawyer, who 
must "serve the cause of socialism" and "protect the interest- of the 
state arid the collective" on the one hand, and, on the other, pro- 
tect the "legitimate rights and interests of the citizens". It is worth 
recalling that some energetic lawyers who urged courts in the mid?: 
nineteen fifties to find their clients innocent were later criticized 
for protecting criminals. - { 

The Supreme People's Court, Supreme People's Procurate, the 
Ministry or Public Security, and the Ministry of Justice took fur- 
ther steps to implement the new regulations by issuing a joint cir- 
cular describing the rights of attorneys in court proceedings, espe- 
cially in criminal cases. Access to documents related to the ca£e, 
except for material written by the judges, was promised. Proce- 
dures for applying to the court to visit the defendant were speci- 
fied. (Lawyers were warned to be on guard that the defendant ( did 
not try to commit suicide during these consultations.) Defense law- 
yers must be provided with copies of all relevant materials intro- 
duced as evidence and must also provide copies of documents they 
introduced in defense. Other details of the rights and responsibil- 
ities of lawyers have also been specified. . . 

It thus appears that some of the procedures needed to translate 
into practice general provisions designed to protect defendants' 
rights are beginning to be specified. Yet, problems remain: ifor .in- 
stance, to visit a client the one or two principal defense lawyers 
have to obtain letters of introduction from legal advisory offices. 
Additional lawyers involved in the defense must get court approv- 
al. On the whole, though, while other criticisms can be made, it ap- 
pears that many questions about the privileges of defense lawyers 
have been addressed. 51 _ __ ___ __ 

Doubts about the role of the lawyer will continue to exi^t, espe- 
cially if the public trial continues to be used to demonstrate the 
truth of the file assembled in the case, and, therefore, thejdefend- 
ant's guilt. If public trials always end with guilty verdicts, they 
will suggest that the court will invariably find that the power o^ 
the state was properly invoked by police and Procuracy when they 
accused and prosecuted the defendant. The more firmly the trial 
supports that belief, the more limited will be the functions of the 
lawyer, and the more difficult it will be for the Chinese bar to 
defend vigorously persons accused of crimes. / 



»° "Provisional Regulations . . / ! . Ibid. - ___ . _ / ._. . 

^'Unified Circular on Several Concrete Regulations foe Lawyers Participating in LeR{» rjo- 
eeedings," [issued April 27, l!)Hl| Zhongguu Fazhibao (Chinese Legal System News], May U 
1981 p. 1. / 

I 

i 



/ 2Ui 



254 



The role of the lawyer, therefore, contains some apparent, anoma- 
lies, and may consequently be muted and restrained ^as 
well. As one article has stated, "Some people feel thai 'defense by 
lawyer is a formality, a show, and not L essentiaL ,n 52 The comments 
of brie observer, an American law student who spent a year at Beij- 
ing University, are more. hopeful. Writing in the Asian Wall Street 
Journal of March 29, 1980, he has said: 

In no recently reported case . . . has the defense counsel cast any doubt on his 
client's guilt. Arguments are confined, as they generally were even in the good old 
days_of the l^fiOs to pleas for lenient sentencing , - 

The fact that China won't— and couldn t be expected to— institute a Western style 
criminal defense system does_n;t by any means cast doubt on the genuineness of its 
drive to bring lawyers into the evolving judicial process. Within limits that may 
well expand with further practice under the new law, the former enemies of the 
people will have a significant role to play if policies continue on their present 
course.™ | 

E. Reestablish meat of the Ministry of Justice 

A notable recent expression of the Beijing leadership's commit- 
ment to a working legal system is the decision to reestablish the 
Ministry of Justice and its nationwide bureaucracy charged with 
coordinating the administration of justice. A Ministry of Justice 
had been created during the early years of the People's Kepublic, 
and headed by Shi Liang, a Japanese-educated lawyer, until 1959, 
whp'n it was abolished. On September 13, 1979, at the eleventh 
• : - of the Standing Committee of the Fifth People's Congress, 
•mnounced, that a Ministry of Justice would be "estab- 

7 foe Premier Yu Quili explained that although much of 
k '* the former Ministry of Justice had been conducted by 
preme People's Court, the range of tasks were too broad for 
*;oi;rt to continue to carry on those functions as well as its ordi- 
:ry judicial functions. The Ministry's major tasks would be: 
X • oxercise unified control over the various organs under the Court; manage and 
train judicial cadres; set up and manage higher academic institutes on political and 
legal affairs; institute a system of notary lawyers [sic]; popularize the legal system; 
compile laws and decrees; esta£lis^_conlacts with other ministries and do other judi- 
cial aKff^dWmlfrMTvT woTk s as to insure the enforcement of all stipulations and 
state laws.* 4 

Several days after the announcement of this appointment Wei 
Wenbo, China's new Minister of Justice, was interviewed. He an- 
nounced that a new university of political science and law would be 
established, as would an institute of forensic medicine; in addition, 
efforts would be made to improve the existing institutes and means 
for training judicial cadres. He was quoted as saying, 

With a population of 900 million, China will need miUiohs of judicial cadres who 
have a high level of competence and knowledge of the law arid will be effective at 
administering justice. s * 



""Significance of the Lawyer System Expounded", JPRS 7(J910 March 1. 1980, Political, Skv ■ 

ologicaLarid Military Affairs No, 142, p. .<»:">.._ _ ... ;;. - ; r „ _ " ^ 

"Timothy A. Gelatt, "Resurrecting China's Legal Institutions , Asian Wall Street .Joumalv 

fvllJte Report: Fifth NPC Standing Committee Closes". FBIS September J3. H)79, L18-L19, \ 
"•'New Minister of Justice Wei Wenbo Interviewed"; FBIS September 17. 1979, L*>-L6. 
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Of particular note was the suggestion that the Chinese leader- 
ship contemplates broadening the scope of- professional legal activ.1- 
ties beyond their previous extent, in looking not only to Jorrmil 
legal institutions such as courts but to other elements of tfoeJUtM- 
aese state system. which the Chinese have not regarded as. legal 
The repbrLstatol thal^ Wer hndn^d thai . ~ z. zr^_z 

' With the expansion of the country u socialist construction and international Con 
tacts, state organ*, social bodies, enterprises and .institut ions would set up their own 
legal departments or acquire legal advisors, and so they might call Tor assistance* 
from judicial departments;"'" 

Since the original announcement, the work of reconstructing the 
Ministry has continued slowly. In June 1980, it announced the be- 
ginning of a "study class to train judicial cadres in professional ju- 
dicial matters",* 7 Reports in ea_r_ly 1980 indicated that local judicial 
bureaus were being created to carry out the Ministry's, functions at 
provincial levels. Beijing now has such a bureau, as do many prov- 
inces In April, 1981 it was announced that all 19 districts and 
counties under the iurisdiction of the Beijing municipal govern- 
ment had judicial bureaus for the first time since 1949. 58 

K Legal Education and Research 

1. LEGAL EDUCATION 

China's legal education has begun to revive after disappearing 
entirely. Even before the Cultural Revolution the_ number of law 
schools and law departments had been reduced to less than five. 
All were closed, along with other institutions .^ 

"during the Cultural Revolution, and were the last institutions or 
departments to reopen, beginning only around 1975. 

At the beginning of the fall 1979 academic year a Xinhua report 
stated that 1,855 students majoring in law had been enrolled at the 

Tour -political-legal institutes in Beijing, Shanghai, Xi_an and 
Chongqing and at the law departments of BeHjMng University, ^the 
Peoples University, Jilin University, and tk~ Hubei Institute of Fi- 
nance and Economics. _ . - - ... . ... „ 

In July 1979, according to one report* the law departments ot 
Beijing University and of the Chinese People's University in Beij- 
ing were preparing propaganda materials to publicize the new laws 
and sending personnel to conduct training classes at provincial and 
municipal courts. The Beijing Political Science and Law: College 
had completed a collection of lectures on criminal procedure. All 
three of these institutions ha_d added hew -courses, including not 
only courses on the new laws but on such; subjects as the different 
schools of jurisprudence of modern capitalism '. 50 

Establishment of new law departments and political-legal col- 
leges (at which "legal workers" such as judges, prosecutors and 
lawyers are trained) are announced from time to- time, indicating a 
slow but steady expansion of legal education. 60 In April, 1980 a 

™ "Justice Ministry Starts TrnininK Class for C«dres'\ p"«%U; _1«80 , LS 
*" "Judicial Bureau Set Up Throughout Bemne VFBK ton] 20 

s» ^Beiiinir Collies publicize Laws Passed by N PCI; FBIS July 1 1. - c f Aiirif& 

«»See ec "I^rthwest Political Law College". FBIS August JW^lft^. T<, "Chinese^dents 
EnroM for Lw Studie?, Xinhua News Bulletin September 8: 1970. ^/18-19: (enrollment of 
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Xinhua release predicted that 2,000 <4 nfew students" would be en- 
rolled in four-year courses by the fall.^nd added that "uniyersitjes 
across the country are in the process 1 of establishing law faculties 

Illustrating the difficulties of China's infant legal education is.a 
report of the opening of a new political and legal cadres' school in 
Heriari Province, which stated that : 

The existing judiciary workers include 'Jew who are familiar with and understand 
law and possess specialized knowledge. Most of the new staff members of thtTront 
lack specialized training and knowledge: To mwt the demands of the new perLod»_it 
is essential to cultivate and train in a planned way large numbers_ of specialized 
people of talent who can successfully carry but the task 01 protecting the moderniza- 
tion drive . . 

. . . This is a new school: At present its equipment and material Ijvmg.canChtiQns 
are- rather poor- We hope that everyone will display the spirit of struggling amid 
difficulties, work in concert, overcome the difficulties and do a good job in 
teach i rig. fta 

2. LEGAL PUBLICATIONS 

Like every other type of activity related to the law, legal journals 
have had to have been revived in China. From 1966 until 1979 no 
legal publications appeared regularly in China. By mid-1981 two 
legal periodicals were appearing regularly, Jurisprudence Research 
(Faxue Yaniiuj, published in Beijing, andJDemocracy and the Legal 
'System (Minzhu yu Fazhi), published in Shanghai (and bearing an 
inscription written by Ye Jianying, vvha wrote "Conscientiously 
Strengthen Socialist Democracy and Legal System.") A third peri- 
odical containing foreign legal jnateriala translated into Chinese 
" has also begun to appear, International Legal Studies (Guowai 
Faxue), as has a new weekly called The Chinese Legal System 
News (Zhongguo Fazhi Bao). By early 1982, three or four additional 
journals were being published regularly. China hag also reinstated 
its official Gazette, The Bulletin of the State Council of the PRC, 
suspended in 1966, which reappeared in the spring of 1980. 

Books on law have begun to reappear, in numbers that seem ex- 
traordinarily large by comparison to those published oyer the last 
20 years. From shelves that once displayed only Chiarman Mao's 
works and a limited number of political tracts, the reader can now 
select popular discussions of new codes and laws, treatises on a va- 
riety of subjects including jurisprudence, Chinese legal history, for- 
eign law, arid translations of foreign statutes and treatises. 

3. LEGAL RESEARCH ACTIVITIES 

In addition, legal research is also beginning to reappear. Forums 
on jurisprudence have been reported in the press, a new Chinese 
international law society arid the Beijing Society of Law were es- 
tablished in 1980, and contacts with foreign lawyers and legal orga- 
nizations have multiplied. Legal exchanges are being encouraged, 
also: Courses by U.S. lawyers at legal and foreign trade institutes 
have been conducted recently, and seminars had been organized at 



3 500 students expected in newly reopened Northwest politicaL-LegaLCollege)" "Justice Ministry 
Plans to Train More Lawyers!': FBIS May 22, 1980; L5; "First Muncipal Night College of Law in 
China '..Xinhua News Bulletin Dec. 13, 1.980, p. 37 xt - ;; - ;; ™. tQQf1 . _ 

61 "China Developing higher Education in Law , Xinhua News Bulletin April M % lyoO, p. .). 

02 "Central Judiciary Cadre School Opens iii HeffOff", FBIS Dec; 3, 1980. L14. 
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which groups of" foreign lawyers have given lectures on topics of in- 
terest to a Chinese audience; At one such seminar organized by the 
Legal At fairs Department of the Chinese Council for the Promotion 
of International Trade-in March-April, 1980, this author and five 
other lawyers, althogether from three law firms, lectured to an au- 
dience which on some days numbered over a hundred. Other semi- 
nars or series of lectures have been given by other U.S. and foreign 
lawyers, and will certainly continue to take place. Also,, Chinese 
foreign trade personnel and legal workers are being sent to the 
United States and other countries^ for study at law schools and for 
practical experience at law firms. flM 

G. Civif and Economic Law 

Although most recent institution-building has been related to 
criminal matters, work is proceeding in other areas as well. A code 
of civil procedure was adopted on March 1, 1982/' :| by which time a 
draft civil code was being circulated. Important no doubt to some 
foreigners is movement toward establishing a patent system. 64 The 
activity of the courts in divorce matters seems to be on the in- 
crease/' 5 and reform of family law is underway. 

i. MEDIATION 

Of particular interest is the recent of 1 " 1 encouragement of the 
use of mediation- in settling disputes.. 1 u place ihis institution ..n 
perspective, it might be observed that since 1949 more effort has 
probablv been devoted to institutions for informal dispute settle- 
ment than to most formal legal instil utions. More recently, accord- 
ing to an article in the Chinese Legal System News, after a period 
of apparent disuse local-level mediation committees have been es- 
tablished, as they were during the early UJoO's, on an almost na- 
tionwide basis."" There are presently about 080,500 such commit- 
tees involving almost 4,000,000 mediators. The same article esti- 
mated that thrse mediation committees resolved more^ than 
3 000 000 dispute a during 1980. Depending on the specific locale, 
the number of disputes resolved through mediation^ was greater 
than the number of cases heard through judicial channels by a 
factor of between five to several ten-fold. As is customary in such 
discussions, they emphasize that such mediation has been generally 
successful and is well received by the populace." 7 . 

The Chinese use of mediation should be seen in its very special 
context. A common Chinese use of mediation has been in relatively 
"smair* disputes, usually on the domestic or neighborhood level, in- 
volving/husband-wife conflicts or spats between neighbors."" bucn 

" C^viTl^roloilurr Law of the Peoples Kc^ohlic of China.- JPKS NOlSTO. March !22. W2. Po- 
'^'^^ ^ ^ also 

SiJte;" 8Su^W£^\n Cities and Towns." Zhon^uo fj.^ 
fChiniU- l,e«a{ Svstem News] January 9..1SW1, p. I; ■■Mediators resolve inorr than .■.(..UNI C-iViI 
n^tiiih. ('Tses" Xinhua News Bulletin. June li»Sl. - - - - ; - -■ ■- - 

-See w'mialS ™ "Twentv^even Years Seems Like A Day: An Interview with M^'f" 
( onuni teev^adcM Kuiyi." Zhon^uo Fa /hi ban (Chinese I^al System News] May Wt. p. 
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disputes were settled informally long before 1949, although the 
People's Republic has claimed that mediation today is a uniquely 
Communist institution. 69 In today's China, as in the past, media- 
tion is viewed as an alternative, means of settling djs^utes^ but a 
primary emphasis is alsa on its function as a means, of suppressing 
disputes or preventing them from reaching the point where they 
must be resolved judically. 70 The preference for avoiding third-* 
party adjudication appears stronger than in the West 

Although mediation may reflect traditional values it has also 
been incorporated into the techniques used by the Communist state 
to penetrate Chinese society. This is illustrated by. what have been 
described recently as the four primary "tools of the trade" of the 
mediator: 

(1) The mediator should actively publicize and encourage the 
use of mediation as a tool in dispute' settlement / 

(2) The mediator should know the personalities, occupations, 
and points of tension and potential disputes o?' members of the 
community: So forearmed, the mediator, when e dispute arises, 
should have a fair idea of what is involved and how the dispute 
can be-seUled. 

(3) The mediator should pay attention to developing pro- 
grams to keep children and youth occupied. 

(4) The mediator is expected to pay repeated visits to the 
families within his jurisdiction to maintain communication 
with them. 7 1 : _ : 

These guides to being a good Chinese mediator underscore the de- 
sired ubiguitousness of the mediators (who are often frequently re- 
tired persons with few or -no other duties) within relatively small 
groups, in order to promote regular and constant interaction be- 
tween mediator and populace. 

In their present form the, mediation committees do not appear to 
differ substantially from the mediation committees that were cre- 
ated in the nineteen fifties land continued to exist during the years 
that preceded the Cultural Revolution. Even after the Cultural 
Revolution ( 1986-1 iMW) although separate mediation committees 
may have fallen into disuse, the street "activists" continued to me- 
diate petty disputes/ ' ]__ 

It might be noted that in an earlier period the mediation com- 
mittees were used to consolidate the urban apparatus of control 
which had been created soon after 1949, 73 and to reinforce the dis- 
cipline required for ihdustnajizatibn which was then emphasized in 
economic policy. Today, perhaps, increasingly assertive mediation 
committees could help to strengthen the control over the lives of 
urban residents exercised by the local street committees, which 
were severely damaged during the Cultural Revolution: Striking to 



■I- "Recalling People's Mediation Committee Leader Huang Hanyu;'' Zh6n«0io_Fiizhibao ^[Chi- 
nese LtfRnl System N>wa) Janaar^Uvl5)81^_p, 2;_ "City Dwellers and the NeiRhborhood Commit- 
tee IU ijin« Rev it w I • 1 1, Novembe r i UW) pp 20-il. 

11 "See e.g., Jerome .\. Cohen, "Chinese Mediation on the Eve of Modernization California 
Law Review. Vol 54, p. MU -i IWrfrt .\_. . 

7 °kubroaa, "Mao Jirid Mediation." supra, note 1. ; ;;- - - ; 

71 "RecallinK People> Mediation Committee Leader Huang Hanyu, Zhontfguo FayJiibao [Chi- 
nese Leyal System News] January -1G,- 1981, p. 2. 

7 ? See, ' e. r.. Frolic, supra,. n:.'! £112311-41, \ 

73 Lubman, "Mao and Mediation," supra, note. 1 . . 
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the student of Chinese law is the similarity between Chinese media 
accounts of the activities of mediation committees today and those 
published in the nineteen fifties; now, as then, the media empha- 
size the desirability of using them, the contributions they make to 
social discipljhe A _an"d Jheir acceptance by the masses. Once again, 
mediation has been mustered into the service of economic disci- 
pline. 



2. ECONOMIC DIVISIONS OF PEOPLE S COURTS 

Courts in a number of cities and major towns have .established 
"economic divisions" to handle cases that may have sermus^ eco- 
nomic consequences: They have been charged with responsibility to 
crack down on speculation, profiteering and other economic crimes, 
to provide efficient disposition of economic conflicts between enter- 
prises (including Chinese and foreign enterprises), and to provide 
for a smooth adjustment to China's economic growth. According to 
a Xinhua report, by late 1980 about a thousand economic divisions 
had been established at various levels, most at the lowest level, and 
(>()0 more were in the process of being established. 74 / -- 

According to this same report, during 1980 the economic divi- 
sions handled a tot. I of 6,100 cases. Of these, roughly 1,600 were 
cases involving economic crimes and 4,400 were cases involving eco- 
nomic disputes. It should be noted that more than 4,300 of the 
cases brought to the economic divisions were eventually resolved 
through mediation. 75 ... ._ 

Here again the preference for settling disputes by compromise 
rather than by use of a third party adjudicator is striking. Strong 
emphasis was laid on mediation by members of the Economic Divi- 
sion of the Beijing Intermediate-Level Court, wjth whom this 
author met in April, 1980. Similarly, Chinese factory officials have 
told this author and other foreigners interested in economic dis- 
pute-resolution that they would strongly prefer to reach a compro- 
mise in a dispute rather than take the matter to a court. 

Clear definition has hot yet been given to the jurisdiction of the 
new economic divisions. Recent reports have described their juris- 
diction as extending to cases that involved (1) contract breach caus- 
ing heavy political or economic losses, (2) serious eases of deception 
or shoddy work resulting in heavy losses, VS) failure to, treat indus- 
trial waste or neglect or operational safety v.aich can seriously 
impair the health of workers or peasants or damage-public inter- 
est, '4) economic sabotage, (5) foreign trade, maritime affairs, insur- 
ance and joint ventures between Chinese and foreign corpora- 
tions.™ — j- r 

It appears from this description that the authority ot the eco- 
nomic divisions is not to be limited to matters arising out of con- 
tracts between enterprises. Rather, the economic divisions are em- 
powered to decide any cases which may have substantial economic 
ramifications. For example, the economic dividion f the Chongging 

'♦"Courts Have Already Established MoV' Than 1002 Economic Divisions." Guantfminfj 
Ribao, March 27. HWI. p. :i \ 

7 *Eg d , "Chongqing Penple'fi Court Set* Up Economic Divisinh." Xinhua Daily Bulletin. July 
20. IJW).' \ 
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Intermediate Peopled' Court heard a Case involving a navigation ac-<* 
cident on the Yangtze River. The court found that the accident was 1 
the result of a serious neglect of duty on the part of several work- 
ers, who were sentenced to prison terms. Jurisdiction ofjtHe ec_Q- 
nomic division was apparently grounded on the fact that the acci- 
dent involved a loss of over 300,000 yuan and resulted in fourteen 
deaths. 77 

Another report, from Tianjin in a Xinhua release of Januar 21, 
1980, told how the newly established Economic Division ol the 
Tianjin Intermediate Court had mediated a dispute arising out of 
the unilateral cancellation by the buyer of a contract with a com- 
mune unit for the production of circuit boards. The buyer was or- 
dered to pay damages to compensate the seller for materials used 
to manufacture the eventually unwanted goods, as well as for other 
expenses. 7H _ 

To foreign observers to whom special ccn rf « rm^hr justified by 
reason of Judicial .expertise in i a .certain area o r sufa-;» ^ itive law, the 
Chinese economic divisions may seem curious. Tru. .conomic divi- 
sions do not seem to be premised on judicial -V. n ; iia;ity with tech- 
n : : issues connected to particular types of ^e^, Instead, the sig- 
. icance of the^cbhqmic divisions seems to lie .in -the- importance 
of the subject matter, such as the occurrence of substantial or 
heavy economic loss. Explanation probably lies in recalling that 
since 1949 courts or tribunals have frequently been established in 
China on an ad hoc basis to deal with cases which are intended- to 
the focus of special efforts, very frequently in connection w.^.b 
major campaigns.. In earlier years, jf example, special tribunal 
were established to deal with land reform in 1949-*lJ_5L_and with 
cases_ of economic corruption during a prolonged campaign in 1953. 
The trial of the Lin Biao-Jiang Qing cliques was heard by special 
tribunals,, showing that this trend continues. The present economic 
divisions seem to be somewhat more sedate version of these special- 
ized tribunals, now less differentiated from the formal judicial hier- 
archy than their predecessors. _ ___ _ 

The:differehce in form seems to -express an a": .'ftmpt to keep the 
new courts within the existing judicial frarheworK rather than to 
establish them entirely outside it, and suggests a new willingness 
to respect the functional specialization of established j'/rlicia? insti- 
tutions. Whether the forms will also be used tc develop and articu- 
late substantive legal rules, of contractual responsibility or crimi- 
nal responsibility, is too early to predict. Much will depend on 
whether efforts are made to define the jurisdiction and doctrine of 
the new courts, or whether they will Be allowed to languish if the 
concern of the Chinese leadership to highlight economic crimes 
should lessen. 

3. t.-.fc DEVELOPMENT OF ECONOMIC LAW 

a. General 

In keeping with recent ^mpha:,is on modernization of the law, 
much attention is being paid to the area of economic legislation, in 
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addition to the- iarfte body of legislation already enacted, with the 
attempt to reform economic organizations more legislation has 
come into force, although much of it remains unpromulgated/ 79 
Alongside these developments and reflecting the wide-ranging eco- 
nomic reforms which are being carried out to decentralize and ra- 
tionalize the organization and management of Chinese industry, 
trie press and legal periodicals have discussed the details and un- 
derlying policies of new and proposed regulations: Recent /'cam- 
paigns regarding the need for regulation of the forestry industry, 
for example, have stressed the need for preservation of forests to 
maintain environmental balances and ensure the future of the for- 
estry industry. According to the commentators, while the regretta- 
ble state of the industry may be due in part to an uncertain eco- 
nomic climate, insufficient foreign capitalization of the industry, 
and uncertainty of ownership rights in the forests, it is equally 
true that the current forestry regulations, because of lack of suffi- 
cient pur.itive provisions to discourage violators, is to blame for the 
waste of the natural resource. Thus the call to strengthen the regu- 
lations governing this area. 80 What is most significant about this 
discussion is that a new forestry law was adopted in principle in 
early IW.) at the start of the Chinese drive for legal reform:® 1 The 
fact that the Communist Party had to issue new regulations in this 
area two years after the original law- symbolizes many of the prob- 
lems besetting China's efforts to build a modern legal system. 82 

In addition to discussions of new and forthcoming economic legis- 
lation, substantial interest has been shown in the broader question 
of the relationship of hew economic regulations to other areas of 
law. The most pressing question posed for Chinese lawmakers is 
whether the economic legislation, much of which is concerned with 
inter-enterprise relations, should be subsume vi within the body of 
civil law which also applies to citizens, or should economic Jaw b| 
considered a separate branch? If the latter, what is the nature of 
its relationship to the civil law? Finally, in a:iy case, what are the 
ramifications of the existence of economic legislation for the over- 
all legal system? Students of Soviet and Eastern European societies 
will detect a familiar ring to chese quest : ons, \vhi:-h have been 
asked and answered in various ways by European Coin. >riu nisi, na- 
tions. _ - - _ ; . - 0 . 

In 1 ( .)7 ( .) the Law Institute of the Chinese Academy of Social bci- 
ences sponsored a forum, to consider some of these questions. All 
of the commentators seemed to assume that economic law and civil 
law were two "distinct, though irt^r-related legal spheres, and that 
the primary jurisprudential qu lion they faced was c termining 
the boundary between economic law and civil law. The discussion 
is worth our attention, since it ' .Uimately related to what has 
lately become a recurrent and visiole issue in .Chinese politics: the 
proper relationship betwen the individual and the state. 



V. _j £ ulliuUtiK to many r* Kulntioii.s tnictid since I'JtSI. Wt Must Strengthen the Work 
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According to one writer, the significant difference between the 
two branches of law is clear: 

Economic law regulates . . the relationships arising from the management of 
the national economy and the economic activities of socialist organizations Civil 
jaw regulates primarily the rights— responsibilities relationship which emerges 
among citizens in tht course of their civil act iv ties including the property relations 
\ between, citizens »nd socialist arganuatiam. • . Participants of the economic law 
\ axe primarily socialist organizations . the plants and enterprises under the 
\ system of ownership by the whole people and the system of collective ownership, as 
\ well as the economic organizations at all levels of the people's commune structure 
\ On the other hand, the subjects of the civil law are primarily citizens as individuals 
\ vested with rights and responsibilities in the civil legal relationship. (Emphasis 
Udded.)" 4 

V Ainong the reasons for distinguishing between the civil law that 
Applies to individuals and the economic law that applies to the 
Itate and its organ* is the basic difference in the legal capacities of 
individual citizens and governmental agencies: 

For in^tanr-p; citizens may establish between themselves relationship of loaning 
itrib borrowing currency, but this is totally different from the trust and loan rela- 
l ioffish i p betwe* » n the state ba n k a n d ^qc La list econo m ic orga n i zat icns. V would be 
i ha Bp ro prime to see t he two as ih e_sa m e_ re] at io ns h ip_ of pro per ty circulation and to 
put them together in the same chapter of the same legal code. On the one hand the 
bah ft is tin economic organization of the state; on the other hand it is also a manage- 
rial argah of the state, and has the. task, and powers to manage the currency on 
behalf of the state. To separate the coercive effect .that .banks have ip exercising the 
powerfe of mahanging the currency from the relationship J?f borrowing and loaning 
currency would cause the banks to lose their character and function in the area of 
trust ap:J loans: 8 * 

Further, as one commentator noted, "the basic characteristic re- 
lation^ that are regulated by economic law are those of product al- 
location and commodity circulation derived on the basis of state 
planning." As such, economic law must assume a hierarchy in its 
application: . . The obedience that subordinates must have for 
superiors . . . is characteristic of the regulation of economic law. 3 * 
On the Other hand, civil law is premised on "The principle r?f 
equality and equitable compensation:" 87 There is thus another 
aspect to \the civil law—economic law dichotomy. Civil law rela- 
tions, in short, are individualistic, unplanned and horizontal; the 
relationships which would fall within the ambit of economic law 
are collective, planned, and hierarchical. 

It is thus no surprise th3t one commentator noted that "legal re- 
lationships under civil law are the. most vividly exemplary of the 
principle of bourgeois rights," and that the role of civil law must be 
restricted in its contents and the scope of its application in a social- 
society. "Under* the conditions^ socialism, it is inappropriate to 
expect that the principle of equality in the civil law relationship 
should be completely applicable in the commodity relations in the 
production sphere." 88 Relevant here are controversies arising out 
of emphases on both profits and noncol'lective enterprises, which 
squarely raise the ideological problems which resurgent private en- 
terprise is bound to inspire in a socialist society. 



»* Ibid., p. 1">. 
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It remains to bo Been exactly: how distinctions between the tivil 
law and the economic law will be made in legislation. The atten- 
tion being paid to it -signifies a recognition that China must hojv * 
address the issue of defijiingL legal .aspects of the uneasy economic 
relationships— and the shifting accommodations required — between 
the individual and the socialist state. 

6. The law on econYmic contracts - 

: A new Chinese law on economic contracts between enterprise? 
within China was adopted on December 13, 1981 by the National 
People's Congress: 89 Although not the first attempt to legislate 
rules for such contracts, it is the most ambitious: It can only 
become meaningful, however, if very vigorous measures are taken 
to implement it: _ „ 

The law begins by stating that it applies to 4 economic contracts, 
which are agreements between "legal persons" for achieving "a 
certain economic purpose ^nd for defining [their] rights and ob)igLa- 
tions." The law's application is extended also to contracts of "indi- 
vidual businessmen and "rural commune members" with enter- 
prises, thus crossing the theoretical lines between civil and econom- 
ic law as discussed above. - 

Basic principles are stated at the outset: Contracts must not^be 
imposed by one party on the other, and cannot be interfered with 
by third parties. The contracts establish legally binding obligations 
on both sides, which may not unilaterally deviate from them. Con- 
tracts may be declared invalid if they violate law, policies, or plans; 
if they were signed through deception or coercion; if signed by an 
agent who oversteps ji is authority; or if they violate "state interest 
or public interests:" ... 

Other general provisions provide for powers of attorney to agents 
acting on behalf of economic units, and 'enumerate provisions 
which all contracts must contain as a minimum (such as object, 
quantity, quality, price, time limit for performance, place and mode 
-of execution of the contract, and responsibilities for breach), use of 
RMB as the currency of payment unless otherwise stipulated by 
law, settlement of accounts through the bank, deposits, guarantees 
of performance by third parties, consequences of a finding of inva- 
lidity, calculation of product quantities and prices, standards of 
product quality, and a requirement of timely delivery. Rules are 
then stated for specific types of contracts, such as for construction 
projects, processing, transportation of goods, electric power supply, 
warehouse s to -age, lease of property, loans, property insurance, 
and scientific ara technological cooperation. ' 

An attempt Has been made to set limits on changes in contracts: 
So long as state interests or economic plans are not adversely af- 
fected, a contract may be changed or .cancelle d by mutual agree- 
ment if the plan on which the contract is based is changed; if fac- 
tors beyond the control of the parties make performance impossi- 
ble; if a_ plant is closed down, ceases production or is converted to 
other uses; or if a party breaches the contract. However, if one 
party's change causes "losses" to the other, it must compensate the 

» Renmin Ribao, Dec. 17, 1981. Translated in JPRS 79807, Economic AfTairs, No. 194. Jan. 6, 
1082, pp: 90-108. 



267 



264 



injured party. No contracts may be changed if they involve prod- 
ucts provided for in the plan, unless such changes are approved by 
the-agency that has issued the plan. 

The new law's emphasis on economic discipline is, clearest in the 
sections on breach of contract. Responsibility for breach may be 
borne by one side only or shared by both; Individuals who cause "a 
major action or serious lawsuit" through "dereliction of duty, mal- 
feasance or violation of the law" are subject* to economic, adminis- 
trative and even criminal sanctions. Even if breach is caused by 
the "fault" of a higher-level organization, that "leading body" may 
be responsible. _ 

Damages or penalties may have to be paid (out of profits and not 
production costs, warns the law), although the injured party may 
also demand specific performance. In many cases, apparently both 
damages and a penalty must be paid: If actual loses exceed the pen- 
alty, the party at fault must also pay damages. Specific instances 
in which penalties and damages must be paid are then enumer- 
ated. For example, sellers of below-quality articles must pay both a 
penalty and damages, and suppliers of electricity must compensate 
consumers for losses caused by reductions in power supply brought 
about by the supplier s fault. Amounts of penalties and methods of 
calculating damages are not specified in the l_aw,_ 

If disputes arise out of these contracts, the two sides must "con- 
sult" with each other. If they cannot settle the dispute themselves, 
either party may request "mediation or arbitration," by "the organ 
governing contracts signed by the state," although no such organi- 
zations are specifically named in the Faw to handle such disputes. 
A knowledgeable Chinese legal scholar has stated in conversation 
that these are likely to.be housed at various local levels of the Gen- 
eral Administration of Industry and Commerce. 

The provisions for arbitration do not mean that the courts have 
been neglected. A party to a contract "may also directly bring a 
suit . . at the people's court." Suit in the people's courts. may_ also 
be brought after aritratibn by way of appeal by the losing party: If 
a party to a contract who has breached it has been ordered to pay 
damages by ah arbitration organ or a court, the banks must 
complv by effecting the payment. Criminal liability for a variety of 
illejjaf acts in connection with contracts is also stated. Finally, 1 for- 
eign economic and trade contracts" are mentioned as subject to 
rules to be formulated separately "with reference to the principles 
laid down by the law and international practice." 

Taken on its face alone, the new law raises many questions. It 
implies the development of legal rules on many issues with which 
the Chinese legal system has not heretofore dealt with systemati- 
cally, such as interpretation of contracts, determination of fault for 
breach, r-nd calculation of damages. The new law is very legalistic 
in requiring enterprises which entrust representatives with the 
power to enter into contracts on their behalf to give them powers 
of attorney. Contracts signed by agents who exceed their powers 
can be declared invalid, although the consequences of such a decla- 
ration of invalidity are not discussed. 

Western legal systems abound in questions arising out of the re- 
lationships among principals, agents, and third parties. Soviet and 
Eastern European legal doctrine on fault for breach is extensive 
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and growing. Chinese legal doctrine on these Mbjects, however, is 
only how in the earliest stages of evolution; a code of civil law, now 
under preparation, will address these .subjects, but even after it is 
promulgated it will necessarily require much interpretation. More- . 
over, not many personnel at Chinese law courts or at the new arbi- 
tration organs are likely to have extensive legal training. The^new 
rules may be too legalistic not only for the economic Units whose 
conduct they are to. regulate, but also for the officials who w_ill_ ad- 
minister them. At the same time, though, they may stimulate slow 
growth in the use of sophisticated iegal concepts. _ 

These problems are not without interest for foreigners, especially 
those who invest in equity joint ventures in China. Foreign trade 
contracts will be the subject of another law, as noted above, but 
when a joint venture in China concludes a contract with domestic 
Chinese entities, presumably it will be expected to act as a Chinese 
domestic entity. It is, after all, a "legal person" in China. The eco- 
nomic contract law can serve to link joint ventures with the rest of 
the Chinese economy, just as it will link Chinese units with each 
other. Thus, the contractual rules applicable ~to contracts of pur- 
chase and sale, construction projects and all the other transactions 
mentioned in the economic contract law should apply to such 
transactions when they are entered into by joint ventures. It re- 
mains to be seen, too, whether the naw rule will apply in the Spe- 
cial Economic Zones, which are not specifically excepted from ap- 
plication of the law. . —- ~_ 

The new Chinese law on economic contracts responds to a web ot 
complex problems. It reflects the perceived necessity to define and 
emphasize the responsibility of each economic unit for its own per- 
formance, consistent with current policy, which aims, as a recent 
Xinhua article put it, to "gradually make the enterprise a relative- 
ly independent economic entity." The task _i_s_ not easy. For in- 
stance, media reports suggest th^t v/hen enterprises plan their 
profits they may try to have them set at a low level so that above- 
plan profits, portions of which can be retained at the enterprise 
and distributed, as bonuses, will swell. Other media reports indicate 
that rural production teams- and brigades try to argue that natural 
conditions prevented them from attaining their set quotas and ful- 
filling their contracts, j — — . 

Contracts are used to define responsibility in communist as well 
as capitalist legal systems: The new Chinese law on economic con- 
tract is the latest bf_a series in the Communist world. For many 
years in the Soviet Union and aLl other European Communist coun- 
tries, contracts for products subject to economic plans have also 
been subject to special legal rules, and disputes arising out of them 
have been settled by special bodies which, ^except in Yugoslavia, are 
not part of the ordinary civil courts. In the Soviet Union for in- 
stance, contract disputes among state enterprises are decided.by ar- 
bitral boards which determine fault for breach of contract and 
award damages. The ordinary law-court,- are regarded as too cum- 
bersome and slow-moving to adapt their decisions to implementa- 
tion of the economic plans. _____ 

The Soviet system is not without problems which are likely to 
appear as the Chinese economy becomes more complex. The 
volume of cases brought to the Soviet arbitration boards has stead- 
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ily risen 6ver the years, and they have had to formalize their prch 
cedures and permit the use, of lawyers, despite an earlier ideal of 
using simple procedures without law-trained professionals. Also, 
Soviet enterprise managers have been able to use the law as a 
shield, although the leadership may prefer to think of it as a sword 
to enforce discipline: Soviet enterprise manager? can request an ar- 
bitration commission release them from obligations imposed by the 
economic plan before a contract has been concluded pursuant to 
the pl^n. __ 

The new Chinese law is not the first set of rules to be enacted on 
contracts in China. Since 1949 rules have been established within 
ministries and for certain types of contracts. Many of these rules 
probably remain in effect. During the 1 950' s' contract disputes were 
settled informally, although the Soviet contract arbitration system 
was studied closely and some movement toward adoption of that 
system was evident,- at least from scholarly writings in 1956. How- 
ever, the anti-rightist campaign of 1957 estopped evolution of the 
legal system dead and- the Great Leap Forward was hardly conge- 
nial to development of economic law. Yet in 1962, during the eco- 
nomic revival after the Great Leap, the State Council and the Cen- 
tral Committee of the Chinese Communist Party issued a "notice" 
on the strict performance of contracts, providing for arbitration by 
economic commissions at various levels. 90 The system was operat- 
ing in 1978, according to conversations which this author had with 
officials of the economic commission of one major Chinese industri- 
al city. In the meantime, especially in recent years, internal rules 
on contracts ha^e been established. 

Relevant here are the recently established economic divisions of 
the regular peoples' courts, discussed above, the which resort can 
presumably be had if informal methods of dispute settlement fail. 
Yet, even if appropriate mechanisms for enforcing the new k.ws 
are soon established and staffed, several related problems willlbe 
encounterd by the enforcers of the new law: One is simply the 
tendency of officials 10 ignore rules which should guide their .con- 
duct. As one article in the JPebples Daily *n December, 1931 said, 
"Even now, certain departments or units still do not understand 
the funccion of these [economic} laws and regulations. They do not 
know how to make use of therri to guide and control economic mat- 
ters." 91 The Southern Daily in an article in November 1981, was 
more pungent: 

In everyday life, the phenomenon of turning a deaf ear to party, instructions and 
government decrees or failing to seriously carry them oat is evident almost every_- 
whero * * * in refusing to act upon thf instructions of higher authority some 
people never stop saying that they are doing so with the interest of the masses in 
mind * * * 92 

_~ Notice _o_f tht Central Committee of *he_ Chinese Communist Party and the State Council 
Relating to Strict Adherence to Capital Construction Procedures and to Strict Performance of 
Economic Contracts," Dec. 10. 1962, in Zhonghua Henmin Gongheguo Fagui Huibian, Vol. 1.5 
il962-l96;n4Compeiidium of Laws and Regulations of the People's Republic of China] Beijing: 
Falu Chubanshe. 1964. pp. 62-63 f : „, , M D D .. _ :. 1QQ1 

•> Gu Mingr -Further Strengthen Economic Legislative Work,. Renmin Kibao Dec. 4, 1981, 
translated in FBIS Deceit. J98I, K12-K14 . 

"Nanfang Ribao on Following Party, National Rules," Nov. 28. 1981. train/ .--.led in FBIS 
Dec. 7, 1981, PI. 
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Of course the new law Ls an attempt to bring rules to bear bh eco- 
nomic disorder, but the^e complaints . suggest that tfie old 'ways win 
die hard and that very vigorous enforcement will be needed. 

Also, Chinese enterprise managers may not- want to involve a 
court arbitral body in settling their contact disputes.. In the past, 
as noted above, they have preferred to compromise their problems 
arr.ong themselves: Preference for quiet disposition of economic dif- 
ferences among enterprises may be related to traditional Chinese 
aversions to litigation, but it probably al^o reflects apprehension at 
exposing errors or unlawful .conduct to other agencies of the state. 

If these Observations are accurate, ih$ goals of the new law are 
very ambitious. Energetic enforcement will be needed to change 
and guide the habits of thought of Chinas enterprise managers. If 
past Chinese practice is any guide, considerable publicity in the 
Chinese media will be required, in order to emphasize tp Chinese 
managers that the drafters of r the law niean business.. Wide-ranging 
and continuing efforts over a long period of time are likely to be 
needed before the new law meaningfully affects the decisionmaking 
of Chinese enterprises. 

HI. Problems and Contradictions : 

The considerable efforts described above to build a legal system 
involve institutions incompletely const ructe^ar Her in the history 
of the PRC on a Stalinist model, lacking preexisting support in the 
values left behind by either traditional society*fer the transition to 
* revolution, and then demolished in a nationwide spasm of violence 
of disorder. Against the background of the previous summary it is 
useful to note some recurrent themes in Chinese discussions of the 
latest period of institution^building. These discussions help provide 
insight into some of the conflicting/ values which the legal system is 
perceived to embody by* its architects, its participants and the pop- 
ulace and, therefore, into the tangled values of Chinese moderniza- 
tion itself. / 

v A. Law and\ Mobilization 

Even if a commitment has been made to develop the new legal 
institutions, some of the means used to invigorate them may dis- 
tort their growth: Illustratively^popularization j)_f_ the new legal I in- 
stitutions through the Party-led propaganda apparatus—a standard 
administrative device for the/ last thirty years— has been wide- 
spread. Typically, after the National People's Congress ^adopted a 
group of laws in 1979, the /Anhui Provincial Party Committee 
called Tor a campaign to observe "publicizing the seyen laws 
month" throughout the province for the 30-day period beginning 
from the twentieth of August* 3 Four, days after the provincial 
forum mentioned above, the Provincial Party Committee held a 
telephone conference "calling on all places to further whip up an 
upsurge of studying .and publicizing the seveW laws to make them 
know to every household and person." 94 

' Anhui Holds Telephone Conferehjre on Publicizing NPC Laws,'' FBIS, August If,, 1979, 03- 

4. .. .. i 



Similarly. Shandong Province launched a campaign featuring 
special classes jor members of' t he th ree agencies administering the 
criminal process to.sVu'Vv ~*\e new laws, as v/ell as propaganda ma- 
teria^ prepared spr Cii. i_ tor the campaign (e:g:-an article entitled 
,, Cf' ; -j/fj\ M .nist Part* " hers Should Play an Exemplary Role in 
K iforciny and U- "•"'"i.,ig the Law"), radio broadcasts, theatrical 
per formances, an J ltxiures. The target of the campaign was an- 
nounced: "ail cud res in poTitical and legal departments and all po- 
licemen mast be trained by the end of September \? s 

To the foreign observer,* use of a camj^ajghfstyle ! approach to the 
regularization of legal institutions involves -some inherent contra- 
dictions. Regularization does not seem to be a likely product of a 
campaign; it could be more logically thought to emerge, as the out- 
come of sustained incremental effort. So fostered, it would be more 
likely^ to ejidure.^ Camjjaigns also may tend to infect the legal 
system with precisely the kind of unevenness in the rhythms of bu- 
reaucratic and political life that _law_is supposed to j 
even more true, obviously, of political campaigns which Jink legal 
activities to specific short-term goals, such as punishing economic 
crimes, and which are discussed below: Moreover, for the last 
thirty years the successions of campaigns and the changes in policy 
which they have symbolized and implemented have inspired consid- 
erable caution^and cynicism among bureaucrats and populace 
alike. 



There are indications that the issues discussed here are clearly 
perceived in China, even if the vocabulary of discussion is different. 
The coming into force of the new codes raises some important 
issues. What, for instance, is to be the relationship between law 
and the Party? Ah article in the Beijing Guangming Daily on No- 
vember li3, 1979; squarely asserted -the supremacy of law over 
policy-" 0 An important article, in the Beijing Daily of January 4, 
1980 stated that the principle of leadership by the Party did nut 
mean, "demanding that Chinese Communist Party committees at 
all levels be concerned about specific cases; it if /Hy leadership 
oyer principles and policies . . j." Party leadty :<•> in- insure 
that formal legal institutions were not interfei v - <th by "other 
administrative organizations, groups an^l individv.a-s" — presumably 
even including the Party itself. 97 

Since then, the issue of the- relationship between Party and 
courts has been discussed at some' length. An article in Jurispru- 
dential Research- in early 1986 amplified and spelled out in consid- 
erable detail a view, of the correct relationship./irywhich a separa- 
tion of function had to. be observed, leaping to^a principle of .non- 
interference by Party Committees at cojirts in the decision of spe- 
cific cases. Otherwise, said the authors^f 



'*'' ShiinHohw; IiiUnchKs C'ahvpai^m.toJ^jhl^^^ . 

'** Zha«^ .\in. "Enforcement of Policies and Er:\rcement of I*'iws", Guangming Ribao Novem- 
ber 10. 1!»7!>, p. :\ in FBIS November 1 1, 1979,-1,1 -\A ■ J 

'•• " 'Streni,n hen the Concept of the I/Ogal System and Be Resolute in the Implementation of. 
L.:^", BeijinK*Ribad .January V19X0: . • 
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The jOdieiai wot k«th may tend to ruly on (he party committee to ^gliard the pass 
and neglect their Own duties . . furthermore, the leading comrade of the party 
committee assisting in judicial work . ... ..CaiLPnly. have. a partial understanding of 

the whole procedure because he does not personally attend to the case. 9 

Another article, in the Beijing Daily, complained that "some 
comrades, particularly leading comrades, do not comprehend the 
need to revoke the practice of examining and approving cases by 
party ' committees." 99 the author cited , an internal instruction 
issued by the Central Committee of the Party and a speech by the 
President of the Supreme People's Court urgfrig that party commit- 
tees cease "substituting laws with personal view." Nonetheless, 
said the author, "the other day one responsible person of the cer- 
tain' county party committee interfered in a>, trial by wielding the 
baton of 'grabbing independence from the party' and unjustifiable 
dismissed the chief procurator from his post . . ." The seriousness 
of the matter and the principle of judicial independence were ener- 
getically underlined: However, other views remain entrenched/ Jn 
mid-1 98 lj an important meeting on politico-legal work concluded: 

foreign bourse o»m le«al_ thinkinjg should not influence and upset our judiciary 
The political and legal organs are State organs of dictatorship and must cremain 
strictly Under the guidance of the Party committees at all levels. 
An editorial commenting on this meeting stated If the courts were 
slow to punish lawbreakers severely, "the leading comrade [of the 
Court's Party committee] must enter, give guidance, and solve the 
problem." 100 , 1 

Further public emphasis on judicial independence, and additional 
and sustained high-level manifestations of support will no, doubt 
continue to be necessary if judicial independence, frail in the best 
of circumstances anywhere, is to have any future in China, Party 
rule has been too long-lived and too firm to yield very easily to the 
courts in any significant measure. 

* 

C. Law and Discipline J 1 

With the re-establishment of thejegal system has arisen the 
issue bfthe extent to which the law should reach out to punish offi- 
cials for crimes, although hitherto they have usually been subject 
onlv to administrative sanctions c ither by the government hierar- 
chy or by that of the Party. The Party has had its own organiza- 
tions to .in vestigate and punish breaches of discipline, which often 
constituted offenses against law as well. Recently, much publicity 
has been given to the publication of "Guiding Principles of Inner- 
Party iife" and tothe establishment of the Party s Central Disci- 
pline Inspection Commission." 101 The issues involved here are :not 
merely legal, of course; they involve nothing less than the credibil- 
ity of the claim of the ChinesexCommunist Party that it is the disci- 
plined revolutionary vanguard o^ the Chinese people. j 

•""Independent Judicial Function Party Leadership Relationship. Discussed" JPRS 76527, Po- 
litical, Sociological and Military Affairs Ho 121 October |^fflO. op. l^. 

-Beijing Radio Decries Interference in Legal Cases, FBIS February n ' 

L°o5ei_'Sappresaion of Criminality;' China News Analysis, No. 12U-, September II. 1981. p. 

2> quoting from Renmirt Ribao July 25 1981, b. 1. . - - M . ^ 1Q oj 

' Pol Sec eg, "Deng Yingchao's Discipline inspection Plenum Speech, FBIS March 1981, 
L2. 
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I. " li ti K K A U( ' K A'i'i sm" in general 

The attention focused on Party discipline ;•• plainly regarded by 
many leaders as a symptom rather than a cause of a dangerous ill- 
ness t hri* affects the. Chinese body r ilitic— r ''bureaucratism.'' 102 
The term is used to describe major a", uses of power^b^ State and 
Party officials, including the tendency to treat one s area; of juris- 
diction as a private domain; feejing superior to others of I , -e 1 
rank* insistence on special privileges; feeling responsibility or. ^ to 
superiors in rank, whose {avoirs are pursued, often by flattery and 
extravagant measures; corruption, embezzlement of public funds, 
misappropriation of state property, accepting and giving bribes; " 
and interceding on behalf of relatives and friends. Media accounts 
abound with this type of conduct, often engaged in by tad res over 
long periods of time and on a large scale before they were appre- 
hended and pu n i shed. 1 °;* , 

Before the Cultural Revolution, there was hardly "any question 
that if a cadre was exposed in serious offenses against discipline. 
Communis! morality, law, or all three~ he would, in most cases, be 
punished} if at all, within State or Party hierarchies as an adminis- 
trative matter: "demerits", warnings of various degrees of severity, ; 
demotion, transfer or dismissal have been the standard administra- 
tive punishments. In the/case of Party members, suspension of 
Party membership or dismissal from the Party were additional se- 
rious sanctions: The problem, as one commentator in the People's 
Daily, noted, is that because "all posts are still basically decided 
and appointed By higher authorities ... some cadres, who do not 
have co rrect thinking, only hold them selve s respon sible to thei r su- 
periors rather than to the masses, thus reversing the individual's 
relations with the masses arid the public servant's relations with 
the masters." 104 * ■ 

Equality of all before the law is a principle expressed in China's 
Constitution arid Criminal Procedure Law, and much discussed in 
the Chinese media. Under this principle Party cadres are not above 
the law, and offenders — and their children, note some 105 — who 



l1t2 Discussion in the following paragraphs is bused on Minster Criticized for Seeking Special 
Privileges JPRS 7l:')7l December itt. 1 ( IH0, Political, Sociological and Military Affairs No. 146, 
j». VA, "KxtraSagaht Hating, Drinking by (:u^res_Critici7i*a ,, ,JERS 77 l7iU January 15. 15)81, Polit- 
icnl Soei:>logit:ii unci Military Affairs No 1*>7, page KM Discipline Against Official Corruption 
Asserted." Ibid, at 97; "Renmin Ribao Comments on Combating Bureaucratism/' FBIS May 13, 
1-9*0. Llf>; -'Halt to Practice of Interceding on Behalf of friends, Relative^ Urged," JPRS 76971, 
Decern be r HI- 1 981 K -Pol it icaJ -Sociolo^ca I aiijd. Mil itary .Affairs No,. 14 6,. t>. M._ 

10 1 See particularly Discipline Against Official Corruption Asserted Ibid. 

i° 4 "Renmin Ribao Comments on-Combating Bareaucratism". supra, note 102 at LI8. 

tn% Punishment of children of bfTicialk raises similar problerhs, aiid Jias-heen .prominently di,s_« 
cussed in hi me_diii For instance, according to one report., the police in An hui Province arrested 
young_ propie lor gang fighting including several who were th^ children of ' leading cadres of 
county departments and bureaus The report stated that some people had asked the^police, 
"Are "you out of your hurid to j.ouch ^hose influential people?" But tnepoliec. said the report, 
implemented the principle that "everyone s equal before the law and arrested all of the of 
fenders regardless of their parents' rank. The county Party Committee .also persuaded the 
cadres to adopt a correct view of the-- matter; arid one- nigh otfteiaL"deih>nojea"* that_his sbn .be 
{iterhly. - punished: aad oh_*he day of the boy's arrest conducted.a self-criticism. "Anhui County 
^Vrresis trading Cadres Sons for (f mg Fighting' FBIS August H," 1979,-02-23 

More rece ntly, in June 19K0 a high ranking PLA leader was praiseu n the press for .writing a 
letter to the Wuhan Public Security Bureau "demanding that the illegal, activities.o.f his j^reat- 
nephew , ... , be strictly dealth with." The Hubei Daily wrote an editiorial Criticizing "the be- 
havior of certain leading cadres" in trying to 'cover ap for their luwhreaking children. "'Hubei; 
PLA Leader Urges Punishment of Erring Relative;" FBIS June 11, 19H0. PI. In another incident 
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violate tht' hiw mast be punished according to the. law arid by.the 
organs of the law. | 00 _ From this it has been argued that merely to 
slit ct to administrative discipline officials who violate . the law is 
insufficient punishment because as one article puts it " 'dismissal 
in lieu of punishment' is a reflection of the influence of a feudal 
privilege seeking mentality/' 107 Assertion of these principles has 
led to judicial trial of Party members who have committed crimes. 

2. PUNISHMKNT OK CADKKS FOR CRIMES 

In one case, a commune brigade Party branch secretary was ac- 
cused of stealing trees that belonged to the collective and was rep- 
rimanded, and thereafter falsely denounced the commune member 
who exposed his theft. The cadre was sentenced to five years in 
prison for misusing his authority. However, the commune Party 
secretary at all times tried to shield the offender, wrote the Party 
committee later, as a result of which "the masses completely lost^ 
their confidence in the integrity of our Party orga zation." 108 

Another case further illustrates the problems and some current 
uncertainties in applying the law to cadres: in Jiangsu Province, 
according to a radio broadcast on July 17, 1<)80, the Director and | 
Deputy Director of a local office of the Agricultural Bank of China ! 
extended loans improperly, diverted some funds For personal use, } 
and fraudulently procured goods and materials. Their misdeeds 
constituted violations <.f administrative regulations and policies as 
woi! as the crime of embezzlement. The two men were investigated 
bv the local party committee, the Bank, and by the local Procur- 
acy, which arrested them, presumably so that they could be pros- 
ecuted. At the same time, it was announced that the local county 
"Discipline Inspection Commission" would deal with other persons 
involved. 1 p9 - , 

This report suggests both the overlapping of jurisdiction among 
the bodies involved and the continued prominence of the Party in 
dealing with offenses by Party members. The foreign observer can 
only ask how decisions were made to prosecute two offenders while 
relegating others to Party discipline. Clearly, though, such deci- 
sions were made as administrative and discretionary matters 

rather than as part of the formal judicial process. 

A drive on economic crimes and corruption in. the spring of 
reflected continued involvement of both Party disciplinary organi- 
zations and the courts in punishing cadres. In two cases of large- 
scale illegal activities, the Central Discipline Investigation Commis- 
sion of the Central Committee was reported to have conducted in- 
stigations; in one case, a local Communist Party secretary in the 
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that son of ;i_ leading cadre at tht municipal level- was sentenced I to death for rape ^Chang- 
chun in Jilin Province. The Chinese Youth News commented pin the eighties lot^QCinlist. China, 
no one v. ho breaks the law can escape the arm of justice u Youth Paper Comments on Sen- 
Inces of Cadres' Children". FBIS July 2. 19HII. L6-L7. In August, 1980; the Beijing Daily an- 
nounced that th.rty cadres' clvidren had been sentenced for their ™f cement iaj "^?" w f 8 e 
smuggling ring. "AFP: Press iteport* Arrest of Senior Officials Children . FBIS August IK. 

ll *M?i "ftadio Beijing: Party Cadres Not Above State LawV^tS August 25. 1980, U5. 
io» Guangming Kibao on Dismissal as Punishment . TBIS December 2A. 19 HO tl I 
«° ^'Cadres Accused of Violating Law Sentenced to Prison Terms . JPRS 7b617. October 14. 

19H«v Political. Sociological and M.ili^ : ' 

"Jiangsu ArresLs Bank Cadreti for Financial Violations , FBIS July 18. I9H0, 01. 



2 



i ■ 

( o 



272 



Party I'omiiiittee oj the Shenzhen Special Economic Zone_ and a 
local cadre, also a Party member, were relieved of their -posts for 
smuggling foreign consumer products into China. 110 In Henan^ a 
network of officials was punished for large-scale illegal purchases 
and resale of hundreds of automobiles arid other vehicles, as well 
as extensive bribery using cash and television sets; * 1 1 .. Other re- 
ports have told of arrest and. conviction by the courts of an imagi- 
native swindler who established a false institute that signed con- 
t ra c ts w it h both f o re i g ri a n d do m e s tic en ter p r i ses , 1 12 and of t he 
head of the Guangzhou Telecommunications Bureau, for specula- 
tion and profiteering. 1 1 :i The courts were mentioned with special 
prominence in the last two above-mentioned cases: 

:i. pun:siimk^t ok cadrks Kbit administrative malfeasance 

The widely-publicized c ase a r i si rig from t h & ca ps i zi ng of an off- 
shore oil rig, the "Bohai No. 2", which caused the deaths of 72 crew 
members in November 1975), is suggestive in pointing to the possi- 
bility of expansion of judicial jurisdiction over acts of malfea- 
sance. 1 14 An investigation by a <rroup representing no less than 11 
national and local-level organi ions concluded that the Ministry 
of Petroleum Industry had erro ; eously ordered the rig moved too 
quickly, that out of zeal to comply with this unreasonable order 
local authorities had violated safety principles, and that thereafter 
the Ministry failed to investigate the case properly, tried to cover it 
up, and failed to punish the local officials who had ordered the 
safety violations: The State Council removed the Minister of Petro- 
leum Industry from his post and awarded a "demerit" to no less 
than Vice Premier Rang Shien: thereafter three officials or the 
local petroleum bureau and the captain of the towing vessel were 
prosecuted: 

The prosecutions in the >ohai No. 2" case as well as the cases 
— discussed In the preceding sections suggest that the Chinese leadv. 
ship may begin to expand the e of law and law courts in sai 
tioning officials and Part;/ members for conduct which violates 
criminal law, ranging from is clearly contrary to their respc 
bilities such as theft of public funds to acts involving serious la _.<*s 
of judgment in the exercise of thei r authority. However, in the 
light of Party supremacy and the we aess of formal legal institu- 
tions generally, this expanded judici, . activity can only be tenta- 
tive. That its implications are serious .? recognized by cadres who 
try to interfere with citizens who accuse them and with procuracies 
and courts that try to bring them to justice 115 and by writers who 

: 11 Rrninin Kihm Hi ports on Shmzlu n .Sinu^'ini^-t -ast b\MS M ir 12 VJHZ, K2I. 
' ' -ik'nan Province Solves-ttise of IllegaJ Kesale, KRIS Mar, -I i; IWi2 r J'fl: - 

1 : " "Swindler se ri ten ced to . 12 y w i rs_' Xinhua News Bullet i n Mar. _2(>, I 1JH2 , p. <). 

1 1 :r : iu ing/.hou Telecommunications Bureau H« id Jailed F BIS Apr (> I I )H2, W{ 

1 1 4 See "Suite Co uii:ii Decision on Oil Rig Accident", Xinhua News Bulletin. August 2T), VM), 
p 2-1; ' ('rnneso Oil Minister RelieveH of Post". Id; at page 2f>: "Miilistry. of PetroJeumJailuslry 
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iw-gUe that there i>; no kui : 1> thlntf in China a.s a ''bureaucratic 
cla^s", and that cadres tfuilt. <>f bureaucratism riiu.st not be treated 
as enemies. 1 U} .... 

It is difficult to foresee the courts becoming meaningful partici- 
pants in the punishment of unlawful acts by officials and Party 
members in the near future, Unless they are given extremely 
strong support at the highest' levels of Chinese; leadership. To do so, 
however, could easily lend to charges of destroying the Party by 
rendering it hostage to accusations by antisocialistic non-Party en- 
emies who could pervert the law to weaken Party rule, and, there- 
fore, socialism itself. Chinese legal scholars have evidenced interest 
in creating an administrative law in China that would use xjuasiju- 
dicial or judicial bodies to control arbitrary cadre behavior. The 
problem is endemic in Chinese society, and the use of courts sug- 
gests that Party self-discipline has been recognized as inadequate. 
How far the courts will be allowed to participate remains in doubt. 



•i; i;iNKS HKTWKKN THK COURTS AND CURRENT POLICIES 

Unlike the Anglo-American model in which courts are theoreti- 
cally impartial agencies for adjudicating conflicts, Chinese courts 
under the Communist Party have been seen and used as active par- 
ticipants in the implementation of Party and state policies. As in 
all other Chinese governmental activities, it has long been common 
to announce publicly the principal current policy goals which the 
courts should aim to realize, and to link their work with imple- 
menting those policies. For instance, Chinese judicial priorities 
were stated b< Jiang Hua, the President of China s Supreme Peo- 
ple's Court, in rue People's Daily of April 9, 1980. He said,that the 
four principal goa^ of the courts in 1980 should be to "severely 
punish active criminals" by taking sterner measures against sue!; 
serious criminals wh y commit murder, arson, robbery and rape., 
"check oyer the reverse verdiehi" in ci-iscs involving the rehabilitat- 
ed Liu Shaoqi, generally continue, the work of "checking over 
framed-up "ake arid wrong cases" (presumably dating from the 
Cultural Revolution), and "gradually put into practice the criminal 
law and the [criminal procedure law]": 1 17 _ 

Of special interest is the extent to which the courts have been 
put to work in reviewing cases of political significnace. The work of 
reviewing cases arising out of the Cultural Revolution was given as 
much stress as implementing the new codes of law_and criminal 
procedure when those codes were first- promulgated— although 
probably nu-st of that work was done by Party organizations. Use 
of the cdu<-:> reflects the strong need feU by the ehines^leadership 
to turn squarely away from the violence and irresponsibility of the 
Cultural Revolution, arid to right the countless arbitrary injustices 

to^le75 ~^ro~ the Knforcemuni of the New Laws". Heilonwian« Ribao, November 28. \<\VJ 
raminlU in r HIS November 28. 1979. S1-S2. An article in the People's Daily of January 10 
j<)80 complains about the refuel of -sop- neople ; .in ehar«e : to carry out dec ^°^.""^^ 
that acts such as openly tlefyin K th« d. K of law obstrucE.ntf the exercise ^ f i^f'<^ r 
by People's Courts and refusing to carry ..uLcourt verdicts, ^nd ruling must ^ dcaU with ac- 
cording to law Yin ,nabim._"The Verdict* and Ruling of the IVop.le.s ^[^Must beXarned 
Out 1 '. Henmin Ribao, January 10, 1<>80, p o. translated m FB^Jarvuary 2.i. J980 U O-LU. 

"•"HonKqi Denies Existence or New Class of BureaucraLs FBIb March -U, 1»81.L;>. 

»»' Jiang Hua, "Earnestly Perform Peoples Court Work Well' . Renmin Ribao April 9, 1980, p. 
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committed iii the naine. of "correct" politics. In the course of this 
activity the prestige of the courts may be raised. 

Since the criminal code and the code of criminal procedure were 
promulgated in 1980, shbrt : term goals have been set for the courts 
in addition to their long-term objectives of meeting the standards 
set by those two laws. Of these short-term goals, there has been 
particular high-level emphasis on the courts punishing economic 
crimes. 

Directives, which are Treated as having the force of law, and ac- 
companying explanatory policy statements, have explicitly called 
for judicial activity to- focus, upon economic crimes. In January 
15)81; for instance, the.Statn Council issued a "circular" attempting 
to define illegal speculation^ ''profiteering'' and trade in prohibited 
goods such as precious metals and foreign currencies, and called for 
a crackdown on smuggling. 1 18 Provincial and local instructions fol- 
lowed, 1 19 and widespread propaganda made unmistakable the lead- 
ership's concern. 120 . 

Reports of decisions by the courts in cases involving Conduct of 
the type discQssed in the "circular", not surprisingly, proliferated 
sooir after it was promulgated. There had been no shortage of re- 
ports of such cages before the State Council directive, presumably 
reflecting the growing concern which led to that high-level expres- 
sion. 1 - i ViOrL- reports appeared around the time of the circular, 
such as one on the arrest and accusation of a robber who, had ap- 
parently broken into Beijing's largest department store and made 
off wi'.i roods and -ash of a total value of ten thousand yuan, 122 
and f Srhj. : i --r\n< :H of a Horig Kong resident for "swindling" in- 
volve ^>rr . of a death certificate of a Chinese citizen living in 
Be> - . w .iw,, jrl property in i Japan. 123 

Actional n.t- uures which heightened the drive on economic 
crimes were a resolution of the NPC Ending Committee amend- 
ing the criminal code by 'ncreasing penalties for certain crimes 124 
arri a decision on economic crimes issued by the Central Commit- 
tee of f '^e CCP and the State Council. 1 25 

The articulation of short-term goal? for the courts, is not new in 
the People's Republic c China; it has been a characteristic of law 
administration since 11)4!). However, Ihe .technique raises obvious 
questions about the independence of the courts. Not only is the al- 
location of scarce judici- I resources affected, but more importantly 
the courts can expect to be evaluated by higher authorities on the 

"Stati- Council Directive on Crackdown on Speculation. Smuggling." Xinhua News Bulle- 
tin January Mi, 1>M p <> _ , _ " 

1 ,u S<m'. «-g. ' i-'ujian (Jovi-rnn«*tit Issues Circular on Smuggling ■ Jheoruary J. IHXl. rM; 
"Hangzhnu Import Controls", PIUS January 1-i. 1981, O-T ... m 

,an S$e* r -- eg Some- Questions on (racking Down on Speculation and Profiteering Hongqi 
No ' ^ 'PRS 77Hh i April 17. 1 3 )K1 Translations of Red Flag pp b1-b7, 
-- »*' See, »: ^ , bwiler of Overseas Chinese Bank Savings Punished^ Xiah.ua News Bulletin. 
Nbve-mb* r ■ I5»S» iIxk ll Overseas Chinese Association official sentenced to suspended death 
sentenu for rmUzvling PU.HOO yuan of overseas Chinese remittance and bank savings) I laon 
ing iltghrr Court Commutes Th i< ves' Death, Sentences FBIS \ov( ml* r 1 i, 1980- S-Utackiry 
employee ind wife accomplice si nti ncpl to suspended death sentence r or embezzling 2%o grains 
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"Beijing Department Store Robbery", JPRS IT.UM, Political, Sociological and Military AT- 
fairs Number ll«. Feb. 10, 1981, p. 105. 
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124 "NpC Adopts Resolution_on Economic Crimes". FBIS Mar. 10. 1982, K1-K3. 
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basis of their responsiveness to demands to meet the short-term 
goals. It is likely, that then? will btv heavj pressure to convict per- 
sons charged with violating currently-emphasised laws. This has 
certainly been true in the past. However, if a ''chmpaigh'' style of 
justice continues to be a part of judicial administr^ ' ion in China, 
ftutctional specialization and judicial independence of the courts 
will be inhibited. _ : _ 

The Chinese leadership has been sensitive' to these issues. For ex- 
ample, a Xinhua article distinguished the drive against economic 
criminals from the -leftist "expansion of class struggle"; 126 a deci- 
sion of the Central Committee of the Chinese Communist Party 
and the State Council on "dealing blows at serious criminal activi- 
ties in the eeo'^mic r riid"i adopted in April 1982, said in part, 

Iri dr ill < =i n rious criminal activities in tlu economic sphere we arc reso 

I u t i-\y : . : , : U< k work a n i ass n v ) yv _n v J J *_ However, in dealing with 

major and „ ^ses'- which are relatively corn plica ted and which involve more 
people, wi^h'iisi completely follow the mass Jines; that is, we must, within a definite 
srbjir, niobili/t- the masses knowing about the cases to factually expose and inform 
against thos<* who hiivo committed serious crimes; 1 - 7 

As the proceding quotation illustrates, some blurring of the lines 
between activities of the courts and of the Party continues to exist, 
reflected in the continued side-by-side existence of trials and ad- 
ministrative punishments. Thus, although the Beijing Review can 
say that despite the current crackdown on economic crimes, "no 
purge will ever happen", 1 - 8 a campaign is underway that will lead 
to punishment and dismissal of corrupt cadres. 129 Moreover, com- 
mitment to the system thi , produces the overlap continues to be 
expressed, and it is unlikely to be abandoned: Thus, in one explana- 
.%> tion of the overlapping of jurisdictions, the author, in addition to 
acguing that Party disciplinary organizations must -exercise, the au- 
thority because some of the offences violate Party discipline as well 
as the criminal law, also argued that some of the major cases are 
"often confused, present relatively great complications" and, 
"Therefore und'*r li e unified leadership of the Party committee, 
the discipline and inspection organ, the judicial branch and other 
relevant units must join forces to carry out their respective func- 
tions". Thereafter, the various organizations could mete out 
punishments within their own jurisdiction, and employing their 
characteristic substantive rules (such as the criminal code, in the 
case of the courts) and modes -of investigation and procedure (such 
as the criminal trial, in the case of the courts). ; 
-• Taken together, both the limits of the progress made and the 
tasks of the courts suggest that rapid development of the Chinese 
judicial system is highly unlikely: China's size, the lack of person- 
nel tra: In the law, the newness of the institutions, and the 
heavy f- . t he-Party and policy will continue to slow the sep- 

tan* tior -om other forms of governmental activity. 
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f>. LAW AND ORDER 

The Chinese leadership has evinced groat concern for the need to 
maintain discipline and social order to protect industrialization 
arid its incumbent institutional changes: They have been apprehen- 
sive about the new relative relaxation of political restraints, fear- 
ing that social unrest may increase. The discussion above has de- 
scribed the strong emphasis on usin£ the formal criminal process 
to maintain order. This emp iasis will have consequences for the 
development of China's legal system. 

a. DLssidence as disorder 

Much of the blame for any disorder has been attributed to the 
Gang -"of Four, ^nd the "anarchist trends of thought they stirred 
up," J 31 Anarchism is often equated with "extreme individualism," 
which has been used to describe behavior ranging from violent 
criminal conduct to dissent that exceeds the boundaries of what- 
ever official policy happens _to permit J 3 2 _THus, the banning of big 
character posters- on- -Beijing's Xidan (or; as it became widely 
known, the "Democracy") Wall was the response, according to an 
article in the Beijing Worker's Daily of December 10, 1979, to at- 
tempts by some so-called 'democracy fighters' to oppose the four 
modernizations, undermine stability by emphasizing certain short- 
comings in our work, arid attack some persons 'irresponsibly/" The 
banning of porters on the wall was seen as necessary to avoid fur- 
ther moves toward "bourgeois liberalization." 133 

Since_t_he >veli : publicized trial arid conviction of dissident Wei 
Jingsheng; who in 1979 was sentenced to 15 years in prison for 
"counter-revolutionary propaganda" and revealing. military secrets; 
debate has continued on the meaning of socialist democracy and 
the scope of the rights of free speech: On one hand; it has been 
forcefully argued^that China's socialist system must be democratic 
enough to prevent the excessive concentration of power that lead to 
the Gang of Four's "fascist despostism". 134 Specifically, as one arti- 
cle has argued, People's Congresses must be strengthened so that 
they exercise genuine supervisory power, Party and Government 
mul: be further separated, power must be dispersed so that local- 
ities can exercise real political power, economic decision-making 
mast be decentralized, professionalization and intellectualization 
of the leading cadres of all levels" must be .carried out. and **** 
I, h .a\ system must be improved to protect the democrat: 
£he people. 13 s _ _____ 

On the other h?\nd, the same article argued th . the sake of 
maintaining soci-_; order Chinese democracy mUbt is^ a disciplined 
democracy, which means that the centralized leadership of Party 
and State must be upheld. 130 "Democracy" cannot be used as a 
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pretext by individuals to violate trie k _ba;(ic principles of organization 
and discipline in China; This, means that those who "understand 
freedom of speech as the freedom to say whatever they want to say 
and to do whatever they care to do in. disregard of the state and 
the people's interests exceed the limit of the law." 137 Such persons 
have been warned: "We will not adopt a laissez-faire ^attitude." 138 
Another newspaper article was more direct: /'Opinions which are 
anti-party and anti-socialist and which sabotage the^ unity of the 
motherland and. the Nationalities must be prohibited." ,;ty Typical- 
ly, in a lengthy 'discussion, RedFlag, the theoretical journal of the 
Chinese Communist Party, went to great lengths to criticise and 
reject the concept of "absolute freedom .of speech," whichjt found 
to be a tool of enemies of socialism: !i b 

These debates are not only Significant because they reflect the 
Chinese leadership's concern to keep democracy within bounds, but 
because they have potentially momentous implications for legal in 
stitutions. As the law becomes a profession in. China, will judges 
and lawyers come to entertain views about the irnependence of the 
law that are iriconsisent with the views of Chinp;' : leaders? To what 
extent might officials whose arbitrariness has been challenged by 
legal institutions politicize their responses, and argue^that in re- 
straining power of officials the courts are acting to weaken aia 
foundations of communist politica 1 vower? The debate oyer democ- 
racy and free speech reflects issues uuout legal institutions v/hic'- 
are by no means resolved. 

6. Law and maintenance of social order 

In the past tvvo decades there has been an increase in social dis- 
order, brought about by the Cultural Revolution and its disrespect 
for forma, institutions bf public order, the subsequent relaxation of 
political restraints, and the problems of underemployment and un- 
certainty about the future among the young. The problem of disor- 
der has received continuous publicity and has stimulated a drive to 
strictly enforce the criminal law: - 

For example, an article in the Shanghai Liberation Daily on No- 
vember 9, 1971) discussed the "recent rash of crime in the city 
which has become an outstanding problem." Counterrevolutionary 
activity, robbery, murder, Tape, theft, public brawling, swindling, 
and speculation were all mentioned as common. Arrests and severe 
.punishment of olUnders were called for, and particular attention 
was focuse*' un juvenile delinquency. The article also criticized 
those comrades who ''think that since we must now pay attention 
to the law it is not good to freely arrest and control people." 141 A 
campaign to limit crime followed publication of the article, and its 
relative success was announced in an article in the Shanghai Liber- 
ation Daily of December 18, 1979, which congratulated the police 

• ia? "ReniniM Ribiio: Art loir on FreeHorri of Speech"; FBIS Feb. 17, 1981, L4. 
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on reducing tHo viwvh of nipe, gnrig fighting, knife attacks and rob- 
beries in Ihe city. 1 - 1 * - - -. 

The problems of public order and the strict punishment of o. 
fenders needed to meet the problems have been frequently empha- 
sized in the media. Severe sentences meted out by courts have been 
given wide publicity, and open trials, rallies at which sentences 
have been announced, and executions have received similar treat- 
ment.* 4:1 Courts have been praised for expeditiously handling sen- 
ous cases: one Shanghai court was cited for taking only 9 days to 
conclude the trial of an armed robbery case. M 144 The need to 
punish serious crimes quickly was cited by the Deputy Director of 
tin- Legislative Affairs Commission of the NPC Standing_Commi_t : 
tee . is a principal reason for temporarily suspending the section of 
thy Code of Criminal Procedure which requires that all death sen- 
tences must be approved by the Supreme People's Court: 145 . 

Con -iderable publicity has been given to efforts to strengthen 
police control over crime: For instance, a national "urban security 
conference" was held in Beijing at the end of November 1979. The 
conference called for mobilization of the -nasses and consolidation 
of the -neighborhood apparatus of control to deal with the deteriora- 
tion of public order. 146 A Public Security work meeting followedln 
January. 19H0, which emphasized strenghtening of public security 
within economic enterprises and cultural and educational depart- 
ments. 147 In addition provincial and local public security confer- 
ence are often held. 148 Peoples Daily editorials have hailedVthe 1 
heroism of the police in fighting crime. 149 Chinese army assistance 
to the police in maintaining order has been mentioned in the press 
on a number of occasions. 150 Special crime units have been estab- 
lished bv the police. i:il - - % . .. 

The response to threats to public order has also included republi- 
cation of important statutes authorizing imposition of punishment 
by the police and administrative organizations for relati; .y minor 
crimes. Regulations on maintaining public order, originally pub- 
lished in October 1957, were republished in February 1980. 152 
Under these regulations, the police may warn, fine, or place under • 
Administrative detention" for limited periods of time persons who 
commit certain minor offenses against "public order." Also repub- 

~ I« • Jn-fmiK Itifeio Comment* 0:1 Maintaining S<K*i:il Order", r^I^"'""^ :| H|H0 OG-OK. 
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lished in early 1!WD were regulations on "education through labor," 
first issued in 1957. - Under this law, offenders who. fall into cer- 
tain rather broadly defined categories can be punished by non-judi- 
cial departments (i.e. the police), with sentences of up to three 
years of "labor re-education." The original regulations in 1957 were 
used to authorized the confinement of many thousands' of persons 
to labor camps for years. Conscious 'if such use of the- law in the 
past, the drapers cautioned against punishing the families of of- 
fenders simply because of, their relationship to persons who receive 
the punishment, and stated that administration j>i the statute 
would be supervised by the Procuracy. 

It js important to emphasize that even in the midst of the at- 
tacks on crime, warnings have cautioned on the need to observe 
both substantive and procedural requirements. For instance, in 
1980, the President of the Supreme People's Court, Jiang Ha;*, told 
the National People's Congress (NPC) Standing Committee: 

The criminal law and the law of criminal procedure promulgated by our country 
Kiivi* attracted the attention f the world: Whether thty can be implemented to the 
icttt-r is a matter (if groat i ■ stance concerning whether we can win the trust of 
the jx'opliv We must strive to enforce the law. 154 

The report of one provincial public security conference* 'after 
praising .he police for their efforts to preserve social, order, criti- 
cized the small number of policemen who "go in for actively extort- 
ing confessions under torture or indulge in bribery and corrup- 
tion." i;r,T * During the summer of _1 981 , jiT the midst of great empha- 
sis on the need to punish crirninais serverely, a number _of newspa- 
per articles distinguished the current policy from past political 
rvvnpaigns, and urged that the distinctions between serious and 
minor crimes must be observed in sentencing, and that the excesses 
of past campaigns must be avoided. 156 _____ ■ . 

It remains too early to tell which of the currents identified wnl 
prove to be the strongest The emphasis on intensifying use of the 
formal criminal process from time to time in order to support par- 
ticular policies is only one, albeit major, illustration of the use of 
law to serve J>f pbliry, consistent with such use since the People s 
Republic was established. At the moment, current doctrine holds 
tl at such an instrumental conception of law flows from Party le_ad- 
. .r.hip over both the enactment and enforcement of law.'* 7 At the 
time, stress on the limits on official conduct set by the Criminal 

■;w and the Law on/Criminal Procedure is stronger than sirm- 
j^i cautions in the past. Here, Chinese law faces, a dil0mma:_ Policy 
calling for severe punishment of criminals may sometimes encour- 
age arbitrariness and inattention to procedural .-^uarantees.and re- 



- -»«: , ifcUinK Papers Reprint Regulations on Reform Through Labor", FBlS February 27. 1980, 

L1 »^'Listening to Explanations of Implementing the taw of Criminal Procedure in Stage* \ 
Guangmmg R^bao April 12 1980 p L — 1nurtDq 

>»""Renmin Rihao Article on Convicting Criminals'.. FBIS June 25 1981, K2l at K22, To 
carry out tlv principle of dealing heavy and^ quick hlows does not in any way mean that we 
Mhould adopt the method with which we carried on political movement* m : the . we 
should not regard old historical cases as current es and . . neither shouid_we wiJIfuIiv 
change the nature of the offenses and unscrupulous!, stablish changes for the purpose of deal- 

,n ?A^Firm-^ W ^nd Correctly Carry Out the Policy of b aling Heavy and Swift Blows acrording 
to Law," JPRS 8021'- March 1, 1982. Red Flag, No. 24, December 16, 1982. 



23„ 



; 280 

«a . ... .... ....... 

quirernents. The explicit recognition of this danger is encouraging. 
The policy-may also affect the reputation of the courts among the 
populace,. The architects of China's legal system will have to ask 
themselves whether requiring law and the agencies of law enforce- 
ment to carry out specific arid chariging^jf^licies*-will detract- not 
(inly from the independence of the Chinese courts, but also from 
the respect which the courts will be shown by the Chinese people. 

; IV. Concluding Speculations 

A. Sortie Fanctioris of Law in China 

It seems possible to identify distinct functions which the new in- 
stitutions are expected to- perform. The disc u ssio n which fo 1 lows i s 
preliminary and the functions discussed here are the most obvious. 

i-. LAW IN SUPPORT OF DISCIPLINE AND DEEENSE OF SOCIAL ORDER 

It is clear that the formal process and other related institutions, 
such as the low-level mediation of civil disputes, are intended to re- 
i nf o rce the discip line viewed as jiece ssary to eco nomic moderniza- 
tion. Punishment of criminals who threaten the physical security 
of China's cjtizens is needed to make Chinese ^society physically 
safe. Punishment of economic crimes' reinforces financial discipline" 
and assures that the hard-earned gains of economic activity will 
not be diverted into the pockets of the corrupt; smuggled goods will 
not be allowed to poison Chinese life. 

To a certain extent, the leadership seems to expert the formal, 
legal system to do considerably more than help maintain order. A* 
greater activism is required by the courts, judges are expected to be 
responsive to current policies ^rlich as punishing criminals guilty of 
disrupting social order and economic criminals such as venal offi- 
cials. The courts are expected to march 'in step with the rest of 
China's officialdom to carry out" whatever policies are viewed as 
necessary to stimulate further progress toward modernization. This 
reqirrement, _ however, will inhibit the development of professional- 
izatton: functional separation from the administrative hierarchy, 
and the growth of judicial independence. It will retard the develop- 
ment of universalism in Chinese law, as long as the gravity of pun- 
ishments meted but by\the courts vary with the campaigns head- 
lined in the Chinese pcegg- 

2. LAW AS AN INSTRUMENT TO PUNISH OFFICIAL MISBEHAVIOR 

It may be j^f subtle but important innovation is appearing in 
the current use of the courts to punish officials. Punishinp officials 
for economic crimes or for malfeasance in office by subjecting them 
to trial has been done before, particularly during the campaign 

against corruption of 1953. During that campaigp, specialized tem- 

porary tribunal a were created; today thfe use of such reflections of 
the "mass line" have been eschewed. What appears noteworthy 
about more recent judicial activity—and here only an impression is 
offered — is that the tone is more measured, less related to the in- 
tensity of a ma^s movement, and. relatively .more reflective of regu- 
larity in the proceedings. Extending judicial activity in this area in 
an unfrenzied manner would enhance the importance of the courts 
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in CJiina^ political/ life; Such judicial activity, if it becomes institu- 
tionalized and perceived as ; meaningful in cbntrollirig official arbi- 
trariness, would £lso reinforce popular belief in the integrity of the 
p re t ri ai -sy stfemW . 

However, at this juncture, the prospects for institutionalizing ju* 
dicial review of allegedly arbitrary administrative acts, are not yet 
encouraging. Sbrrie confusion may be expected to arise from, . the 
Hash of mutually! inconsistent functions. On the one hand, judicial 
. iivity is supposed lc inforce discipline. Decisions regarding the 
i'Xtent arid manner o\ ; ^cipline are made by officials of the state 
and the Party. Tfiey r .vt be heeded so'that policy is implemented 
and modernization* ; - - or else disorder— and perhaps anar- 
chy—will appear. Y same officials may also be the targets 
of accusations of . .■: ■UpliiyJ or of misconduct in office. How can 
they carry out t" .r\v responsibilities if the police and courts are in- 
terfering in the r affairs? Thi- inconsistency will not be easily re- 
solved. - - . --. . . 

The formal K-^al system is also involved in retrospective investi- 
gations Into allep"<r official arbitrariness, in the form of alleged 
past injustices. Some of these were committed during^the Cultural 
Revolution but 'others dale back more than 20 years. These investi- 
gations are probably, well regarded by many citizens even if they 
may not be personally affected by it; such investigations conducted 
under the aegis of the formal legal system thus enhances the repu- 
tation for fairness of the leadership and the system itself. Yet at \ 
the same time observers cannot help but wonder how long the?~ in- 
vestigations will continue. Officials w^o are charged with con^lic- 
ity in these past defenses must be anxious to have the courts cease 
investigating their past activities. 

* ' 3. LAW AS A SOURCE OF RULES ON WHICH INDIVIDUAL AND 

ORGANIZATIONAL EXPECTATIONS CAN BE BASED* / ' 

Theshew concern for regulating the economic activity of enter- 
prises is likely to produce legal rules which are more complete 
than the ad hoc legislation common since 1949,. expressive as^it 
may be of a conscious effort to enact an integrated a'nd internal^ 
. con: : stent set of'rul^. A consequence of this activity may be an in- - 
ere; \* in the stabil of expectations of the actors in the newly tfe_- 
cer; aRed econon such as factory managers. If they perceive 
su:V r.r, Licrease ii. lability- of expectations, it would -have _a_n 
im >kc ; on "he personal lives of the individuals in th^ economic en- 
terprises uiTectcd: they will be able to" more clearly determine the 
; consequences of their conduct in their organizational unit. 

Moreover, to the_ extent that attempts are being made to control 
official -arbitrariness, individuals may come to have higher expecta- ^ 
tions of stability in their personal lives. China's new marriage law, 
for instance sets the minimum age at which men and women may 
marry at 22 and 2U respectively. For many years before it was en-: 
acted, ordinary Chinese citizens did not know when they could 
marry, because the Former law, which fixed the ages at 2G and 18, 
had fallen into disuse; the practical answer, for instance, to :ne 
question of when workers in a factory could marry lay to the d's- 
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cretion of thr factory management; more likely the Party Secre- 
tary. ____.. 

One day ii. Beijing in 197k; a taxi driver and this author dis- 
cussed what we both perceived to be a new emphasis o:i law, in the 
media. Quite spontaneously he spoke of the need for. certainty in 
the iivvs of C'liina's people, and complained at great length' about 
the injustice of nut knowing when, he could marry until the Party 
Secretary of his org: mi /.a lion told Him. "There ought to .he a law", 
he said/ "that tells us when we can marry". To some extent, it 
would appear, the Chinese leadership is now responding to a wide- 
spread desire among the Chinese populace for greater certainty. 

it is in this light that efforts to revise the Constitution should be 
seen. In late April .11*82, the text of a proposed new Constitution 
was published which gives less prominence >o the roLe of- ideology 
and the Party, inure to the structure of the state, and affirms citi- 
zens' basic righi.s including property, rights. 1 r,H 

B. The Uncertain Future 1 

It is easier, to discuss China's new and evolving legal institutions 
than it is to describe a legal s-ysleri. Most of this-article has been 
concerned with institution-building and related problems bfepause 
China is in a state of transition in trying to fasnion a role, and a 
place for law. • 

■ Enough has been' sai^l here to indicate that law-making has 
begun on an impressive scale. At the same time, the resources 
available for legal education and the staffing of Prccumcy, courts 
and the lawyers' associations remain limited. A more basic problem 
is one of attitudes: once the institutions are established, can or will 
the necessary attitudes needed to support relatively more autono- 
mous functioning of these. institutions be fostered among the Party 
. ' 7 ' ~ • - 

"•LCnnffici il lninsl.it mis of the ncv < nstitution are found in FBIS Apr, 21 1982. KUK24 
and BiMjin^ Review l'isii, Ncj. P.>. Siav ir. '.^H. pp. 2?— 17. Compare these texts w-ith the-llia* 
( ^institution i a xt of which is foun^ n » aients of tht First Session of the Fifth National 
People's Congress or the People's lit puVic ri China, Beijing; Foreign language Press, 1°<8, pp. 
125-172 

Among manv significant features -)f tht ntw Constitution sever iJ stand out clcarlv First 
except fur t he " preamble, t here is n> mention of .t he Com m.un ist Pa rty. Ma rx ism ; U>n in ism, or 
Mao /rdeog Second., the secti in rii i \ ■ \< l n, ntal Kights and Duties of Citizens- „ comes before 
the s«it on on ' u Structure of St i : ?:-v . * he order in th» TH Constitution ) Even more 
in j ix rt ant \ Article :S2 m the<ectuai : .rae -ad Duties or ( a /ras states All citizens of 
the People': Republic (if CWnai . are jequal ^ t ^ to .\rw.Tbe 'v^'-of citizens are inseparable 
from their duties Such a statement is nc< ■ ■ < * >7K (~ i ! t ion _ • - 

In addition to the provisions in the . »>r . ' ,.w O". •■ ^.v.alabjliLy.oT-persons^ homes 

and correspondence, which are strengthen, \ in. K vers.. . , the 19H2 Constitution stipu- 
late* i hat personal dignitv is also inviolable (A>-?> •> Al th. same time although rights and 
duties i.f riti/.ens .ire more clearly spelled out in the 11)82 version, the constitutional right to 
strike nn Article V> of the P. 17* ( onstitution i h is bee n removed However the duty or citizens to 

puv taxes h:es been added (Article .>i in the 1MH2 Constitution I. . 

_j r, he_l})H2 Constitution also evinces a much greater concern with property than its predecessor. 
Ownership right* in more cjcarlv stated and Article la p-otccts the right eT individuals io_in 
hern private property Article 12 notes tbe new foreign economic presence in China in a. pro vi 
sion that All foreign enter rinses, md other economic organ lotions, as well as joint ventures 
in China, inust_abide bv th'e jaws nf the IVople's KcWt/.. China.-. . .' - - - - - 

Among thr provisions- on ihe Structure- <>r th^Stnte ■ w auditing body as. to be established 
lot the State Council and at lower levels of government to verity and supervise financial or 
They -ire subject to no interference bv any other administrative organs or any organiz.it k.,. or 
individuals." (Article !>2>. Similarly, it ha* been specified that People's Courts and People.* Pro- 
curatorates are not "subject to interfere a :e by a^nMhistraiiye Organs, orgiln.izati.on_s or individ- 
uals," (Articles L2H _arid 1 It should be noted that this fails to specify that the Party should 
not be involved in these areas. 
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and the people*'.' it is too early to tell, of course, but the challenge 

posed to the efficacy of Chinese lav is enormous. 

The p-oblem is nationwide and exr ids to all segme, 's of society. 
Officials have heretofore not felt constrained by thr ourts when 
they formulated or implemented policy, and the pdpci Has not 
looked to the law as a means of regu^ 

defining or assuring their expectations. The problems of distin- 
guishing law from policy, from discipline arid from administra- 
tion— as, tor instance,, in the administration of public order— derive 
from historical lacunae in Chinese culture and policy, and have 

been deepened bv the last thirty-odd years of Communist rule, 

li is difficult to predict "how, given Party practices and attitudes, 
China's officials wili solve the problems of establishing a legal 
system and managing its subsequent growth. For instance, .the ar- 
chitects of Chinas legal system may find that the institutions they 
have created may take on an appearance which they had not in- 
tended. Commentators who write and speak in public about the 
function of the legal system emphasize the role of law in protecting 
discipline and order. This is consistent with previous Chinese (and 
Soviet) discussions which stressed, as has been mentioned earlier, 
discipline rather than the creation and assertion of individual 
right 4 .: Moreover, as has also been noted above, emphasis on indi- 
vidual rights, especially based on law, was weak in traditions 1 
China. ii ----- 

Bui the new legal system has already had to formally recognize 
rights which belong to individuals and which are allegedly protect- 
ed by the law. Current theory emphasizes limits on those rights, 
which must be exercised only in a manner consistent with the in- 
terests of socialism arid the people; it goes without saying that 
these interests are defined by the leadership and lower-level offi- 
cials carrying out their instructions. However^ by promoting the 
growth of the legal system China's leadership is also stimulating a 
new; hospitability to individual rights, which, if the legal system 
flourishes, might some day be asserted to challenge some of the 
basic notions of a Communist state Already rights under the Con- 
stitution have been asserted and rejected, as the case of Democracy 
Wall shows. - - - .... 

Moreover, the resilience arid tenaciousness of the Chinese bu- 
reaucracy, which has not welcomed the creation of vigorous legal 
institutions in the past, promises to cause obstacles to the growth 
of legal institutions today. The impact which the law may make on 
the (bureaucracy remains in issue. Chinese discussions reflect con- 
siderable concern with the persistence and harmfulness of certain 
traditional practices of Chinese bureaucrats, Communist or other- 
wise. These are not unique to China, of course, but are endemic to 
developing countries: 

Indeed, recent Chinese .efforts to create a legal system dramatize 
the [fact that China has not yet solved problems common through- 
out the Third World. For instance, Gurinar Myrdal has observed, 
corruption reflects the weakners of loyalty to the community, espe 



cial y to a national community; it implies a low level of social dis- 
cipline", and is characteristic of the "soft .state", in which loyalties 
basid on networks of local and individual relationships have not 
beem transcended by a strong sense of obligation to the communi- 
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ty. iS Mt may seem odd to rejjariJ China, so often thought of even 
Very recently as a remarkably disciplined Communist society, as 
sharing the problems under discussion here with other Asian - 
Hons which have not experienced vigorous economic development, 
:uch as Burma. The. success of Chinese Communism in focusing the 
allegiance and loyalty of hundreds of millions of Chinese on the 
Chinese Communist Party and on the nation which the Party has 
created has sometimes served to obscure the persistence of the 
smaller loyalties, the little networks of personal influence, that 
preceded Communist rule and continue to exist in China today. 
Mao recognized the extremes and dangers of such smaller loyalties 
within and despite the Communist'; Party, and all but destroyed the 
Party trying to reform it. In the wake of the Cultural ^Revolution 
and Subsequent shifts" in policy, some of the values on which Chi- 
nes.:* Communist political and economic accomplishments were 
based have been weakened Nationalism and ^Chineseness continue 
to appeal to many Chinese, but belief in the wisdom and' altruism > 
of Party/and officials and m the need for individuals to make sacri- 
fices now for the future greater collective good have eroded. 160 In 
the midst of what may well be a crisis of values, it is not surprising 
that selfishness and unwillingness to be self-sacrificing for the col- 
lective should emerge. 

. Legal rules, while hardly the objects of the kind of fervent belief 
.that a political ideology can inspire 1 , can have unifying effects even 
if such effects are clearly discernabPe only over a long, period of 
time. L^al rules possessing nationwide validity and which are per- 
ceived ~ ' being objective both in content arid in enforcement pro- 
vide coues of behavior which transcend particularistic relationship^ 
and pm^ate allegiances. These views are not new, of course. What 
is new is that it has now become appropriate for the fi rst'time in 
the history of the PRC to consider Chinese law from the aspect of . 
criteria of modem le^al systems. 161 r 

" . . • H \ s 

1 ^See Ounnnr MyrdaL Asian Drama: An inquiry Into the Poverty of Nations Vol li. New 
Yor4t: Pmth^in 41)bH 7 pp Hy:;-i>00 1 -i>:{T-!r>K, ._ r^i5/ ?r "^'i ncM i 

. ,fln Seive:£, "'NarifahK. Ribiio Discusses.. Protection. «f (..n .finals FBIi> Alniv [>, UH2, p. i, 
churKiffl.' that some people protect accused* violators i, 1 aw- ami discipline because they have ■ \, 
forsaken thr principle of partv spirit aad placed personal feelings and private interest* above* \ 

tht .-interests of the p irtv and the pi opk V _ ._ .. . t , 

Jfj's possihJr to dt tint a modem legal system* as comprised of institutions intended to be- 
lli bureaucratically and "hiorarciiicailv organized, adminirtered according to rational .procedure 
al rules, staffed by professionals, and functionally separate frorii other institutions of society; 

^"^y administering rules intended to express general standards oi universal applicability^and- 
unijormlv applied in apportioning rights and obligations arising out of particular acts or trans- - 

M< This S working definition incorporates most of fcb/ < 1< ' *U of the, model of a modern legal 
svstem stated in Marc Claliwiter. "The Modernization id- Law", originally published in Myron 
Weiner. Modern -ation, p. liM (Basic liooks. New .York, 1»>. reprinted, in {^rence Fryman 
and Stewart Mq<:au!ay, Law and the Behavioral Sciences, pp. 104b, 10-17-18 (2nd Ed., Bobbs Mer- 
rill Co.. Inc.. Indianapolis and New York, 1977). -- - - - - ■ — . " 

This mooel h relevant how because the stated goals of the architects of the system indicate 
that they intend the* system to be "modern" in the sense of the model, i.e. that its characteris- 
tics m> suitable for China. The discussion in this essay should make plain- that sudv-a ; mode 
mJv in a very limited fashion to mcasur- the Chinese system us it, operates toda> It s sti'l 
unclear how much of a commitment will be made to. assure steady progress toward the moder- 
nity" Of law which is a declared objective of the system today. 
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It is impossible to predict today how distinguishable. the legal _ iri- 
stutitions will become from others, arid what autonomy they will 
eventuallybe allowed toenjoy. ... ... 

Whether substance will be given to the legal forms is impossible 
to predict. It is still too early to tell, for instance, whether the 
heightened use_of criminal prosecution will threaten to turn the 
courts into hardly-disguised arenas for a campaign, however salu- 
tary the goal. From the forms must emerge legal rules and regular 
procedures for articulating and implementing them, if China is to 
have a ''modern 0 legal system. Growth is likely to be uneven, and 
some areas may mature" faster than others, making of China law 
separate sub-systems entering at different rates of institutional- 
ization with different prospects for success. 

One close observer has written, 

The institutionalization of thi'-leKiii sy.stenv isn't, a panacea for China's. problems. 
Pinning too much- hope* oh the law will lead to disillusionment. But without law, 
China s chances of becoming a modern society are small, and Chinese leaders clear- 
ly know this. 1 "- 

Another provocative student of Chinese politics is skeptical: 
* * •_in Chinese politics the two traditional limitations on power, law and cus 
tyros ant missing And the prospect is thoit power is Ukely to become even more 
important because the r ither fragile Communist form of restraint that of ideology; 
will probably erode faster than a system of law can be established. 10 :i . 

At this moment in the legal history of the PRC, legal institutions 
arid legal doctrine are still less important than forces outside the 
law that shape both legal rules and the institutions charged with 
giving them life: 

V. The Role of Law in Regulating Foreign Tr:xde and 
Investment^ 

If the expansion of the role of law to govern relations between 
Chinese citizens and the state and relations among Chinese individ- 
uals and organizations marks a noticeable change from the past, 
even more extensive change has occurred in the use of lera 1 rules 
to govern economrc relations with foreigners. This section-discusses 
the use of law to translate the new policies into practice. Formerly, 
the China trade was conducted virtually in a legal vacuum. Trans- 
actions were negotiated and simple contracts drafted and signed 
almost without reference to any legal system, Chinese or otherwise. 
The major reason for this was that the China trade was limited 
largely to buying and selling goods which were delivered in boxes 
or bales: The modalities of these simple transactions were deter- 
mined by very simple contracts and the accretion of contract prac- 
tice. Since 1978, however, ambitious innnovations leading to great- 
er Chinese participation in the international economy have been 
made. __ .... . ; 

China, now newly .anxious to import foreign technology and 
know-how on a large scale, has become hospitable to foreign direct 
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investment; .new "Special Economic Zones" in South China . have 
been created in which foreigners may own up to 100% of factories 
manufacturing products for export; a heightened interest in tech- 
nology licensing has appeared; and a wide variety of flexible 
counter-trade and processing transactions have been encouraged. 
The increased presence of foreign companies and individuals in 
China flowing from the above-mentioned activities has also necessi- 
tated the further development of laws dealing with questions of 
taxation and other aspects of expatriate life. These new policy ini- 
tiatives have meant that China must create a whole new area of 
Chinese law: China's leaders have responded to the new need by 
causing to be promptly promulgated new laws and regulations that 
promote and regulate foreign trade and investment activities while 
protecting China's interests and sovereignty. These laws, enacted 
in a relatively brief time-span at a rapid rate, express the intent of 
the Chin ese le ade rsh ip to establ i s h basic rules on such su bjects as 
equity joint ventures lfi4 ; the Special Economic Zones i65 ; taxation 
o f eq ii i ty joi ri t ye n t ures, : ncome of i ndi v idu al foreigners earned in 
China, and China-source income of foreign companies engaged in 
economic activity other than investment in equity joint ven- 
tures ir,r> ; exchange control li3t ; litigation involving foreigners i68 ; 
offshore oil exploration 1 69 ; arid others 1 70 . 

Limitation of space prevents detailed discussion of the provisions 



MM Laws relating lo join* -ventures in gem r il include The I iws of the People s Republic of 
China of -loiht Venture's Using Chinese and Foreign Investment ," FBlS^July 'AQ r _li).I9;_SUpple- 
nient No. 20 pp U- 4 > Regulations on Registration of Joint Venture's Using Chinese and For 
eign Investment." China Economic News, September 9, 4980, Supplement No. 5; and "Regula- 
tions on luibour Management in Joint Ventures Using Chinese and Foreign Investment; Chi- 
ri e.se Kcono ra.ic_ N e wsC Se p t ... 9. , . 1 9 8.0 V-S U p p 1 e men t No- ij . __ _ _ _ . _ 

' Laws relating to Special Economic Zones include Regulations on Special Economie Zonts 
in Guangdong Province Provision.il Lntrv /Fxit Rcgul itions for the Guangdong Special Eco- 
nomic Zones; ' and "Provisional Regulations for Business. Registration fnr..the._Guaji/^fig Spe- 
eril Economic Zones Pro visional .Labour and W .ige Regulations of the Guangdong Special 
Economic Zones;" and "Provisional Land Regulations the Shenzhen Special Ec6nomic Zones/' 
Texts of these laws are found in Ordinance and Regulations: Guangdong Special Economic 
Zones. Hong Kong; Ta Kung Pao. 1982. __ _ _ . .. 

,fiB Among the many tax laws and regulations recently promulgated are: "The Income Tax 
Law of the People s Republic nf China Concerning Joint Ventures with Chinese and Foreign In- 
vest merit. -Xinhua. News BuJleUh Sept; .l.I^UWD^pp. 1-1-17 ;_ "Detailed Rules _and Regulations . for 
i he I rn plenn n ta t ion of the I ncom e Tax Liw of t h e Ft o p I c s Repu bl ic of Ch l n a Co nee rn in g Joi n t 
Ventures with Chinese and -Foreign Investment," Xinhua News Bulletin, Dec. 17. 1980. pp 11- 
18; "The Individual Income Tax Law of the People s Republic of China," Xinhua- News BuUelih, 
Sept 17 1980. pp 10-14 Detailed Rules and Regulations for the Implementation of the Individ- 
ual Income Tax Law of the Peoples Republic of China," Xinhua Nbws Bulletin, Dec. 17. 4980,- pp 
19-21 The Foreign Enterprise Income Tax Law of the People s Republic of China FBIS V Doc. 
1 u_ li>HJ + Kl-KIi; and "DeUiUed_ RuJes__ahd Regulations for the. Implementation of the Foreign 
Enterprise Income Tax, China Economic News Mar 8 1982, pp 2-7 - - - 

,n ' Provisional Regulations for Exchange Control of the People s Republic of China FBIS, 
Jan. <>; 1-981; LH-L1^; Rules Governing-theC^ Metals, and 

Payment Instruments in Convertible Currency into or out. of China." FBIS, Aug. 11, 11*81,. K4- 
K (> ; " Ru I es fo r t h e I m p 1 e men ta tion of Ex cha nge Cont ro 1 £e 1 at i n g *o Fo r e i gn Re P res e n ta t io n s i ri 
China arid their Personnel," FBIS, Aug. 1 1,- 1981, Kfi; "Detailed Rules arid Regulations- aii Ex_- 
change Control Relating to Individuals; FBIS Jan. S 1982, K7-K8 and Detailed Ruling on the 
Examination and Approval of Applications for Foreign Exchange by Individuals." FBIS Jan. 8, 
1982, K8-K9. 

_ >« M ."Civil Prbce^ureLawofXhe Peoples Republic of China, part V" in JPRS 80U70. Political. 

Sociological and Military Affairs, No. 28.**, Mar. 22, 1982. 

- »•» "Regulations of the People's Republic of China on the Exploitation of Offshore Petroleum 

Resources iri Cooperation with Foreign Eriterprisesi-' FBIS^Febl J l-J982._KiUK9:_ _ 

170 See. e>g.. "Provisional Regulations on the Control of Resident Representative Offices of 
Foreign Enterprises in China." FBIS Nov. 25. 1980, L36-L39. 
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of t He laws tiirmsHves, hut' it may be helpfuL to consider some 
problems which have arisen in connection, with them, 17 ^ 

The hew laws were drafted quickly but the consistency of their 
implementation has sometimes been slowed_by the immensity of 
the task of creating clear rules where none existed .before. For ii - 
stance, aware of the desire of prospective foreign investors for a 
legal framework defining the rules applicable to their investment, 
the Chinese moved quickly to enact the law on joint ventures. How- 
ever, given the novelty of the institution in China, the need to inte- 
grate it Into a socialist planned economy and the lack of experience 
of legal and trade personnel in this kind of endeavor, the joint ven- 
ture law is understandably, extremely brief and very general. As a 
result, however, it can only give the most general guidance to in- 
vestors and to Chinese officials alike. The same is true of the laws 
on taxation: Additional "regulations" on joint ventures and on tax- 
ation followed the promulgation of the laws themselves, but these 
are incremental additions to a growing framework which cannot 
quickly be made comprehensive. Sometimes supplemental regula- 
tions have raised questions by apparently departing from the 
meaning of the laws they are supposed to interpret. 

More fundamental problems have been caused by uncertainties 
and changes in the policies on which the- new laws are based. For 
instance, the law on joint ventures explicitly contemplates the pos- 
sibility that some joint ventures may sell some of their products on 
the domestic Chinese market as well as abroad. However, "read- 
justment" as it was interpreted- after promulgation of the law, has 
emphasized earning foreign exchange through exports. In practice, 
as a result, foreigners trying to negotiate on joint venture projects 
have encountered considerable opposition from the Chinese side to 
selling within China. 

Another example of inconsistency and uncertainty in policy has 
been the issue of fringe benefits to workers in equity joint ven- 
tures. Chinese state-owned enterprises provide a wide range of 
benefits to their workers including subsidized housing, meals and 
transportation, child care and others. Conversations with officials 
of the Foreign Investment Control Commission in JBeijing 172 have 
indicated that they intend the joint ventures to pay for all of the 
benefits which the workers receive. In effect, this means that the 

171 Foreign comment >rv is eithtr prilimm irv uneven, or both Ivpic illy initial studies -are 
txtfcttic ii followed lite r by ircounts and lommi nts discussing newly accumul ittd cxptrunci 
On the joint venture Jaws see. e.g,. Torbert., Ch inn's .Joint Venture Uiws A Preliminary Analy- 
sis, 12 Vand J Tr insn it I I SP> d!>7?h St inl< v H I ubmau "'"Chm a s Joint Venture -Laws \a i\e 
Questions Unanswered ' lajbman IVhty and Administration Until ir in ( him s Liiwv. Asi in 
Wall Street Journal; November 7 xYnd .<i;.LUHO: David. A Jlayden. "FpriMgn Partners Problems in 
.Joint Veiitures in Chinu. 4 '. Asian Wall Street, Journal. June JM - l'-^rand July 1. lHXlr PnUvsom 
"Special Koinoinif Zones in the Peoples Republic of China , China Law Reporter, Vol. I, Wo-J 
(Spring I'JSl) p 1 1 1 Timothy A (ielatt I-iws for thin is r conomic /ones an Untie \r Asian 
Wall Street Journal; Feb 1D;_ WSJ; p. -I; and idem. "Land, Kntry Laws in Chinas Economic 
Zone*," Asian Wall Street Journal. Feb. 11. 1W0J,- p. -t - ■- - - ■■ ■■ _ 

On taxation, see Rich »r j I>. Pomp Timothy D Gtlatt and Stank' v S Surrey T he Evolving 
Tax Svstem of the- People's. Republic of_ China.. 1<> Texas Int l. J._ 11. ( ); Owen _ D. Nee and 
Franklin D ( hu Chin i s New Taxation La*s Th Implication for Foreigners Chinas New- 
Taxation- I~iws: More on the Nuts and BolLs," and "Chinas New Taxation Laws: rhivWhoiind 
What of an Individual's Income," Asian Wall Street Journal, Feb, 'M. Z'h and 2U. 19HL; John 1 . 
Beukema and Timothv A. Gelait. "China's Income Tax Laws for Foreign hnterpnses, Asian 
Wall Street Journal. Mar. K. VJH2, p. (i; and idem. "Mow China s Tax Laws May Affect Some 
Industries 1 Asian Wall Street Journal, Mar. ( ) WSJ. p_ U ..... ... . • 

: 17z -This organization hassmce-heen placed under the ]urisdiction nf the Ministry ot Foreign 
Economic Relatinns, the successor to the Ministry of Foreign Trade in a comprehensive bureau- 
cratic reorganization in early 
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foreign partner will bear that burden or most of it, since the for- 
eign side will in practice put up all or most of thje funds contribut- 
ed to capital. However, no Uniform method of calculation; or list of 
benefits has been available. In one negotiation in, which this author 
participated in a city outside Beijing, the Chinese side insisted that 
the joint venture's bill for benefits should amount to 60 percent of 
the total wage bill. However, a subsequent discussion with the For- 
eign Investment Control Commission revealed that its policy, as ex- 
pressed in an internal directive which could only be orally summa- 
rized but not shown to foreigners, required the benefits- to equal 
122 percent of the wage bill. Even ru/her figures have been sug- 
gested in other negotations in which this author has participated. 
The specific problem which caused the uncertainty is likely to be 
dealt with in regulations on the subject,- bu^the general problem- 
changes in policy deemed to affect the law— is not likely to disap- 
pear. , _ ■; - 

It has been difficult for the Chinese to impose nationwide Uni- 
formity of interpretation of the new laws: This was even true after 
1978 on a question that previously had hardly ever been put in 
issue by any foreigners in the China trade, namely the basic au- 
thority of Chinese negotiators to enter into and approve transac- 
tions with foreigners: The decentralization of foreign trade and the 
resulting new autonomy of provinces, some cities, and some fac- 
tories, as well as new corporations created by ministries to engage 
In foreign trade, created a diffusion of authority that promises to 
be permanent, even if the. extent may vary. Considerable, differ- 
ences of opinion between local and central authorities have ap- 
peared about the type of transactions which required high-level 
central approval. Lack of such approval has caused some agree- 
ments to be cancelled: One contract with a foreign company to con- 
struct a petrpichemical plant in Beijing was cancellecfin 1980; one 
of the reasons given for cancellation was that the Beijing munici- 
pal authorities had failed to obtain approval of the contract from 
the State Capital Construction Commission. Nor has the lack of 
uniformity simply been along local-central lines. In Beijing in one 
negotiation of which this author has knowledge, one ministry has 
asserted that wage levels in joint ventures established by the ap- 
propriate regulations ; did n't apply to the transaction in question- 
without stating any reason: 

The tentativeness, policy changes, and lack of uniformity noted 
above- will necessarily bedevil any attempt by foreigners to ascer- 
tain the applicability of Chinese law to their activities. The confu- 
sion is likely only to be abated rather than dispelled as the new 
laws for which 'many foreigners have clamoured cbntinue to 
appear. Because foreigners are intimately affected by these laws 
and come into regular contact with them, they should be keenly^ 
aware their problems reflect the nature) of the Chinese legal 
system. The characteristics of the sector of the laws applicable to 
foreigners are but characteristics of the new uses of law generally. 

Moreover, it is difficult in the light of the past jo_ see how the 
results of recent Chinese law-making efforts could be otherwise: 
The same lack of use of legal rules that has prevailed in domestic 
activity has stamped foreign trade. The newness of some of the in- 
stitutions (such as the joint venture) which have been created, lack 
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of trained personnel to draft and implement the nsw laws, and the 
strength of past practice which largely ignored formal legal, rule 
further complicate the making and implementation of rules appli- 
cable to foreign economic activity. Although foreigners may feel 
that their problems with the .Chinese legal system as it affects for- 
eign transactions may be unique, in fact, they are only the rnost 
visible examples of the tasks faced and problems encountered by 
the entire legal system. 
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RECENT DEVELOPMENTS IN CHINA'S TREATMENT OF 
INTELLECTUAL PROPERTY 



By Michael Kirk and David Denny* 

At the present time, Chinese leaders are contemplating signifi- 
cant changes in their treatment of intellectual property: New 
patent and copyright legislation and amendments to China's trade- 
mark legislation are in the works. Moreover; interesting reforms 
forecasting the-e new legal systems have been introduced and are., 
already affecting China's technology -transfer activities. 

The Chinese have completed a draft of a patent law that, if 
passed, will mark a bold departure from past Chinese policies. In 
addition to continuing to utilize a system of "inventors' rewards" 
Chinese socialist organizations would be permitted to patent their 
inventions and to charge royalties for use of their patented inven- 
tions. Moveover, private enterprises (individuals and joint ventures) 
would be granted the full range of patent rights. While no funda- 
mental changes in Chinese trademark law are under consideration, 
the Chinese are considering improvements to their law.** More- 
over, Chinese planners .have recently promoted competition and 
brand name identification among Chinese enterprises and have 
even encouraged advertising to promote these goals. Finally, work 
has begun on a copyright law, which, as expressed by t\ie drafters, 
will qualify the People's Republic of China for membership in the 
Universal Copyright Convention. — 

As with other changes being discussed in China today, the ulti- 
mate outcome is still quite uncertain. While it seems clear that the 
dominant group in Beijing today supports these changes, it is 
equally clear that the new ideas do not have the full support of 
many "prominent and influential individuals and organizations. 
More importantly, the reintroduction of some important aspects of 
a more or less traditional patent system and the establishment of a 
copyright system will set into motion forces whose ultimate conse- 
quences must be difficult even for Chinese planners and theorists 
to foresee. 

The reasons for adopting hew intellectual property laws are 
fairly easy to discern. First, despite some political twists and turns, 
the general trend in China for the past few years has been to en- 
courage more individual creative activity. Secondly the present 
leadership has placed a high priority on economic development and 
the modernization of science and technology. To achieve that goal, 
previous ideological restraints on material rewards and private 

•Michael Kirk is AssLStahl.Cohimisjiioner for External Affairs in the U.S. Patent and Trade- 
mark Office. David Denny is an economist with the National Council for U.S-Chirva Trade, The 
authors were members ofa November I9H0 delegation to China that was led By the U;S. Com- 
missioner of Patents and Trademarks! 

••See footnote 24b. 
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ownership have, been nuxJonited._ Thirdly., the Chinese are experi- 
menting with potentially -fur reaching changes in economic organi- 
zations that Would allow basic level economic units more flexibility 
and authority in making decisions. Finally,. China's economic and 
political policies have pushed China towards a more intimate in- 
volvement with foreign countries. All of these factors have forced 
China to undertake a rather thorough reevaluation of its laws and 
policies on industrial and ii 'ellectual property. 

1. China s Treatment of Intkllkctuai; Property From 1<)49 to 

Throughout the l!)'5D's t China retained many features of tradi- 
tional Intellectual property protection laws: The reasons were two 
fold. First, during this period a substantial part of Chinese econom- 
ic activity had not yet beep brought under the state plan. Thus, 
laws encouraging individual innovative activity were still neces- 
sary. Secondly, Chinese planners were influenced by- the Soviet 
system which has always maintained some important features of 
traditional copyright, patent and trademark systems. 

Following the nearly complete socialization of the economy 
during the titfO's, the Si no-Soviet split in the early 1960's and the 
series of increasing radical campaigns against bourgeois attitudes, 
which began during the Great Leap in the late 1950's and culmi- 
nated in the Cultural Revolution in the IDb'O's, Chinese policy to- 
wards intellectual property was radicalized. Copyright protection., 
for Chinese authors, which had been considered in the early 1950!s, 
was never introduced. Trademarks were retained only to impose a 
sense of responsibility in -Chinese enterprises to maintain quality 
standards. Chinese inventors lost any semblance of control over 
their inventions and their monetary rewards were sharply reduced 
as well. _ . 

The most important reason for rejecting laws and institutions 
that protected intellectual property was ideological arid political in 
nature. On the one hand, the Chinese revolution had, as Hsia and 
Haun emphasize,, a strong "anti-elitist" bias and this "antirehtist 
ideology has been a major force in shaping the PRC's legislation re- 
garding indjustrial_arid intellectual property": 1 ; 

On the other hand, the peculiarly optimistic strain in Mao s 
belief in the malleability of human nature provided an ideological 
basis for believing that material incentives were unnecessary. As 
Hsia and Haun put it: 2 . 

Each person in the hiRher phase "of comma nist_ .society _wouULreAlize apd. act .in 
accordance with his or her social essence. . .... Emphasis upon individual differences 

would lie supplanted by awareness of common humanity. 

Traditional forms of intellectual property protection are under- 
standably difficult to reconcile with radical communism. The social 
justification tor private ownership and control over inventions and 
ideas lies in the belief that the person has performed a uniquely 
-heroic individual act which "transcends the prior art of the rele- 



1 Tutai Hsia and Kathrvn Haun, "Uiws of the People's Republic of China on l.nduHtrja4_and 
Intellectual Property", Iinv and Contemporary Problems, Duke University, Vol. XXXVIII, 
Summer-Autumn, 1!)7^, No. .i. p. 27f>, 

* Ibid., p. 275: 
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rant field of Hainan knowledge.": 1 For the more radically inclined 
Chinese, however, even more than other Marxists, 4 inventions 
were merely another form of social activity which did not justify 
assigning any special "natural rights" monopoly to the inventor; 

During the 1960's and i97D's, it was emphasized that intellectual 
activity was a natural result of class status; Therefore^ Chinese 
writers explained "every mental event in terms of its relation to 
others, and . . . bppose[d] the psychologists' focus on individual psy- 
chological faculties." 5 During the 1960's and 197_0_ , s i when _ Chinese 
philosophers addressed the problem, they emphasized that inven- 
tive and innovative activity arises out of a process determined by 
the social milieu and is essentially not the result of individual 
mental activity: "All innovations are ^ created by the laborers in 
their production struggles and scientific experiments: None emerge 
only from the empty thoughts cf the inventor's heaven-sent 
brain." B Another key aspect of this theory is that such activity can 
be learned and organized: 7 

[OurL Pathologists have not only smashed the heresy of bourgeois psychology, 
which rtgiircis_ creation and invention as the products of accidental inspiration \ 
'Sudckn comprehension \ and the like but have also been instrumental in promot- 
ing .creation and invention, as well as in encouraging the movement For technologi- 
cal reform. 

Because of these beliefs; the. individual creative act was not 
viewed as terribly important, and there was little or no justifica- 
tion to reward such activities with extraordinary monetary sums. 

The granting of monopoly power and control also threatened to 
bestow unabceptably high monetary rewards on a new elite, In ad- 
dition, patent and- copyright laws allow individuals to exert a cer- 
tain amount of control over the dissemination of their inventions 
and ideas. This accumulation of income and power was unaccepta- 
ble to China's radicals. As risia and Haun point out: s 

The Chinese since VM ( J have become increasingly wary : oLaccording extraordinary 
rights to creative individuals by law for fear of contributing to the establishment of 
an elite group. 

In addition to ideology and -politics, there were pragmatic reasons 
for opposing rewards for individual intellectual activities., Fjrst of 
alU after_most property was nationalized or collectivized in the 
mid-1950's; inventive and intellectual activity was generally 
brought directly or indirectly under state or party control. Presum- 
ably; Chinese:pianners believed that most inventive and innovative 
actiyity_ was -the result of a hierarchically organized and planned 
decisionmaking process. Finally, after the mid-1950's, China grew 
increasingly estranged from the Soviet Union and then from the 
whole world during the most chauvinistic phase of the Cultural 
Revolution. Autarkic is too strong a word to apply, but for nearly 
15 years between -1959 and 1972, China. had neither the ability nor 



* fn nis !977 book Professor Donald Munro concludes that "The Chinese. diverge from othe- 
Marxists in the degree io which their otthodox line insists that all mental activities have a class 
nature" JQonald J. Munro, The Concept of Man in Contemporary China, University of Michigan 
Press, Ann Arbor, 1977, p. 41. 

* ibid., p. a. 
c Ibid:, p: 72; 

7 Ibid., p. 12. 

H Hsia and Haun, op. cit., p. 290. 



the desire to absorb much foreign technology. As, a result^ there 
were few pressures to conform to international standards of patent, 
trademark and copyright protection. Thus, the .intellectual proper- 
ty system that PRC leaders inherited in the mid-1970's was unique- 
ly radical evtm by the standards of other communist states. . 

At this point, it is. useful to describe briefly the most sajient as- 
pects of Chinese policies toward patent, copyright and trademark 
laws between 1949 and 1976. ' 

Prior to.the socialization and collectivization of the means of pro- 
duction during the 1950 s, China retained a standard patent law 
that allowed private individuals and enterprises to use their inven- 
tions, assign or license them to others, prevent others from using 
them and bequeath them to heirs. In 1954, a schedule of monetary 
rewards for inventors was ( published to implement fully the 1950 
system of certificates and authorship. These certificates provided fi- 
nancial-awards in excess of"$ 100,000 for a single invention. Accord- 
ing to Hsia and>Hauh, these rewards were relatively generous in 
comparison with those in use in the Soviet Union. 9 

Following the failure of the Great Leap Forward and the break 
with the Soviet Union, however, the Chinsse in 1963 eliminated the 
traditional features of the patent system. The new 1963 lSw elimi- 
nated the inventor's ability to obtain .a patent: "All inventions are 
the property of the state, and no person or unit* may claim monopo- 
ly over them. All units throughout the country (including collec- 
tively owned units) may make use of the inventions essential to 
them." 10 Moreover, China reduced the maximum reward for an in- 
vention to less than 5 percent of what had been allowed previously. 
Thus, while the initial Chinese position had been "more elitist than 
its Soviet mocier, 1 1 the 1963 law was much more anti-elitist and 
radical than the Soviet version. l j 

While the 1963 legislation has never been formally abrogated, 
there are few if any references to pecuniary rewards during the 
Cultural Revolution from 1966 to 1976. This does not necessarily 
imply that no bounses were paid, but it is clear that even small fi- 
nancial inducements were not officially encouraged as a means to 
increase creative effort. 12 

Chinese trademarks had a similar meaning in China as in the 
West for much of the 1950's. Firms acquired the exclusive use of 
registered trademarks. But in 1963, the Trademark Law was re- 
vised.. No mention was made in the new law regarding a right to 
exclusive use of a trademark— although the law-pledged that iden- 
tical or similar marks would not be registered for same or similar 



" Ibid., 'p. 2K1 
10 Loc: cit. 
Loc. cit 




indicates that the- svstem was probably no longer Deing impieinejueu. ir. v.u.t: .us«i«»5ft 
on balance, that ih J system of rewards was never abrogated* and con tinued to play a rmnor rale. 
(Bardeh Noel Gale. "The Concept of Intellectual Property in the People s Repubhc of^Chirva: In- 
ventors and Inventions". China Quarterly, No. -74. June,- 19/ H, p. .*>! .-and .p. JfriL Whichever 
view is correct, it is clear that the results of the Cultural Revolution effectively .dismantled most 
or the remaining vestiges of a system that provided effective material incentives for inventors— 
few of whom would have been eager to have themselves singled out for monetary rewards^ 
anyway. 
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products. There was also rib provision for. action '.against infringe 
ment. In these two aspects, the 1968 Chinese law appears to be 
more radical than its Soviet counterpart. In addition, JDhinese 
trademarks have always put exclusive emphasis -on the responsibil- 
ity-oT the enterprise to maintain the quality and consistency of its 
products. • ■ 

s Early in the Communist, period, there was evidence that the Chi- 
nese intended to draft a copyright law. However, despite this initial 
intention, the Chinese, "apparently never promulgated a compre- 
hensive copyright statute." 111 The only available information on. 
the rights and compensation of Chinese authors are model con-* 
tracts between Chinese authors and publishers. These call for lump 
sum contracts based on the length of the volume and the number 
of copies to be printed during the term of the contract. The author 
agrees not to use another publisher and the publisher retains the 
right to revise the author's work. As of the mid-1970's the Chinese 
.system was more "radical" than that of the U.S.S.R. and other 
East European states which continued to maintain copyright pro- 
tection systems. 14 . Moreover, the U.S.S.R. acceded to the Universal 
Copyright Convention in 1974. 

II. Changes in the Underlying Assumptions in the Mid-1970's 

Many of the basic assumptions underlying China's treatment of 
intellectual property have Changed in varying degree following the 
death, of Mao Zedong and the fall of prominent radicals in the fall 
of 197(). The key change, however, was the decision made by the 
iltn Plenum of the Chinese Communist Party's Sth Congress to 
shift the emphasis of the party's work to socialist construction. 
This decision made the "Four Modernizations" of agriculture, in- 
dustry, defense and science and technology the priority tasks/ef'the 
party: It was also apparent that party leaders, were pcfEting an 
enormou s st ress on_ upgrad i rig sc ie n c e and tec h n ol ogy as a precon - 
dition to achieving the modernization of the other three sectors. 

The 11th Plenum decisions were as much political and ideologi- 
cal as they were economic. In a basic sense, the party reverted to a 
more traditional Marxism which Mao had gone-a long way towards 
rejecting. Deng Xkioping arid others argued that Maoist goals such 
as selflessness, self-reliance of- economic units', reduction in differ- 
ences between manual and mental labor, and the elimination of 
material incentives for extraordinary achievements had been car- 
ried too far. The implication was that China's society and economy 
were still insufficiently advanced and that Mao's attempts to revo- 
lutionize mass psychology and social relationships before altering 
the economic basis had been premature and counterproductive^ 

Since 1976, some Chinese writers have begun openly to question 
even more basic tenets of Maoism. Instead of placing} primary em- 



y K'H.sia and Haun. op. cit.. p. 2K!». .... ".. _ 

_ «<i'or a discussion i>f copyright law m the Soviet Union see S Pisar Coexistence and Com- 
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planation for invent ions and innovative activity, it has recently 
become more acceptable to credit individual breakthroughs. For ex- 
ample, a Shanghai author defended rewards . for inventions by 
saying that:. "Science and technology is a kind of mental wealth 
and is" something of value created by complicated mental efforts, so 
In a socialist society in which there is still commodity production, 
it can only be exchanged at equal value and must not be distribut- 
ed through egalitarianism arid indiscriminate transfer of re- 
sources. " 15 

Chinese radicals and "capitalist roaders" aHb dueled for most of 
the early and mid-lDTO's on the question of appropriate principles 
for workers' compensation. Chinese leftists conceded that the time 
was not ripe to proceed to absolute ega-Htarianism but insisted that 
"if we depart , from the spirit of proletarian politics, regard /more 
labor, more pay' as a 'motive Jbrce' to stimulate the enthusiasm of 
the masses, and put awards and work points in command we shall 
lead the people to take the evil revisionist road." 10 

Deng Xiaoping and his allies, of course, did not assume that man 
was willing to work selflessly. To them, bou^eois rights and mate- 
rial incentives were precisely the needed motive forces. Before 
Deng Xiaoping was purged for the second time in 1976, he was re- 
sponsible for a draft memorandum which stated that "while re- 
stricting- bourgeois rights, we must be mindful of the material and 
moral (Emphasis added.) conditions that are presently in existence. 
. . , We must not deny the necessity of the existence of disparities 
and pursue egaljtariariisrri. Egalitarianism is not only impossible 
now, it is also impossible in the future." 17 Since regaining. power 
and particularly since the Third Plenum, Deng and the present 
leaders have sought to. expand the role of bonuses and piece rate 
wages. They have also used enterprise profits to reward workers, 
expanded the size of the free market and private plot and re-al- 
lowed individual and collective handicrafts, industrial and commer- 
-cial undertakings. - * _ 

The Third Plenum also resulted in a series of extremely impor- 
tant decisions about reorganizing the economy. This is not the 
place for a full review of China's recent economic reforms but it is 
important to describe briefly some of the important features of the 
program to c -centralize decisionmaking to lower levels of the Chi- 
nese economy. Most importantly, Chinese planners are trying to 
impose a greater degree of fiscal discipline onto China's economic 
units. Previously, many organizations were immune to pressures to 
reduce their costs or increase their revenues since they "all eat put 
of the same pot." To relate rewards more closely to effort and effec- 
tiveness, experiments have been introduced in a large number of 
the most important Chinese factories. Investment resources and 
bonus and Welfare funds will bear a relationship to enterprise prof 
its. Direction tacts between suppliers and user entities have been 



>-'Xu Cuoqum. How t<> View the Keeping of Technical Secrets Wen Huibsio, ftbruary U. 
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17 "Some ProblVms in Accelerating Industrial Development'', September 2, 1975; in Chin Hsin, 
"The Case of the Grain of Four." Cosmos Books Ltd.. Hong Kong. p. 20"), 
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encouraged and, wh fun limits, Chinese organizations pre encour- 
aged to maximize their gitihs from such .economic relationships: In 
a similar fashioi:, administrative entities .such, as municipalities 
and provinces have been given a freer hand to Utilize their own re- 
sources to their own advantage: 1 ... 

It is much too early to forecast how these reforms will fare: 
There is abundant evidence provided by reform proponents that 
the movement almost immediately conflicted with macro-economic 
policy and led to excessive investment and inflation. In addition, 
many Chinese leaders and organizations must consider such re? 
forms to be contrary to the very essence of China's socialized and 
planned economy. Nevertheless, for present purposes what is im- 
portant is not' how the reforms will fare in the long run but the 
fact thayjhey now exist as an important new experimental policy 
supportecFby the dominant group now in power in Beijing. As a 
result of their existence, the assumption that the Chinese economy 
will always be as highly centralized as in the past is no longer a 
Foregone conclusion. 

Finally, the decade of the 1970s saw China dramatically shed its 
previous self-imposed isolation and become a willing and even ag- 
gressive participant in the international economic community. Cer- 
tainty, the primary consideration for these developments was geo- 
political, but economic motivation played a role as well. Once 
again, the proposals drawn up under Deng Xiaoping's leadership in • 
Win bluntly stated the case for foreign economic involvement: "It 
is necessary to learn humbly from foreign experience and to selec- 
tively import advanced technologies from abroad for our purposes. 
This will speed up the development of our national economy. We 
must stick to the principle of independence and self-reliance and 
oppose the philosophy of slavishly learning from abroad and crawl- 
ing slowly behind: But we must not be conceited and close our 
doors to everything and refuse to learn at all from abroad." 18 Deng 
made it clear that he intended to \ipgrade China's own scientific 
and technical capability by importing technology: "All industrial 
ministries and science research units must firmly grasp the favora- 
ble opportunity that has been created by the success of Chairman 
Mao's revolutionary line in foreign policy . . . and try to learn as 
fast as possible the new technoligies we heed." 19 

Since then China has not only greatly increased its exports and 
imports, it has adopted forms of international economic cooperation 
which would have been unimaginable only five years ago. While 
there was an evident slowdown in introducing further economic re- 
forms into China's international trade system during the first part 
of 1081, Chinese policy in 1981 continued to encourage investment 
in sDecial economic zones, joint ventures with foreign Firms and the 
use "of foreign capital to extract China's offshore petroleum re- 
sources. 20 ■ * 

Closer economic and diplomatic ties with foreign countries have 
resulted in pressures to bring China's policies into closer harmony 
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with the rest of tlu< world. This has been done partly as a matter of 
Chinese .sell-interest, . (as in the . case of accepting low interest eco- 
nomic aid), and j>artly_as a reflection of the cold reality that im- 
porting huge projects and forming joint ventures will be possible 
only if China moderates some of its traditional trading practices: 
In some -cases, the fruits of international commerce are _d_i_rectly 
linked to Chinas commitment to generally accepted standards of 
international commerce. A good example is the negotiation of the 
U.S.-China Trade Agreement under which China obtained- most fa- 
vored nation tariff treatment from the United States. By U.S. law, 
such a trade agreement with, a Communist country requires, 
among other things, that countries who are not party to either the 
Paris Convention or the Universal Copyright Convention, must pro- 
vide patent, trademark and copyright rights for U.S. nationals not 
less than the rights specified in these two conventions. China is not 
a member of the two conventions and is just in the midst of draft- 
ing their own highly complex patent and copyright laws. The result 
was a carefully written compromise which satisfies the basic needs 
of both parties. For example, with respect to patents, the two sides 
agreed that eac h party "shall seek, under its laws and with due 
regard to international practice, the : ensure to legal or natural per- 
sons of the other party, protection of patents and trademarks 
equivalent to the patent and trademark protection correspondingly 
accorded to tne other party", 21 As we shall see, China is, in both 
the patent and copyright fields, at work revising their basic laws 
and has already joined the World Intellectual Property Organiza- 
tion (WIPO). These steps can be viewed in part as positive indica- 
tions of China's willingness to satisfy commitments made in the 
Trade Agreement and as a result of discussions with oth. c foreign 
governments and private organizations. 

HI. Intellectual Property Laws in China After 1976 

The present leadership of China seems prepared to make a 
jrather dramatic turn away from Marxist ideology in their proposed 
new patent and copyright laws. The desire to upgrade China s sci- 
entific and technological capacity must be regarded as a fundamen- 
tal factor. The unfamiliarity of Western technology owners with 
the Chinese method of protecting proprietary technology through 
contract has undoubtedly created situations where the most desir- 
able technology has simply not been available to the Chinese. An- 
other factor influencing the content of the proposed patent law in 
the PRC has been the frequent contact between the Chinese offi- 
cials responsible for preparing the new patent law with patent offi- 
cials from other nations. Finally, WIPO has clearly influenced the 
content of the -Chinese patent law through, the many discussions 
which have been held between Chinese officials and WIPO staff, 
through seminars conducted in the PRC by WIPO, and by the 
WIPO Model Law for Developing Countries on Inventions. In addi- 
tion, WIPO encouragement to the, PRC to adhere to the Paris Con- 
vention for the Protection of Industrial Property and to the Berne 
Convention for the Protection of Literary and Artistic Works has 
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undoubtedly encouraged the Chinese to revise their trademark law 
and to adopt a copyright law. 

Patent 

Whatever the cause, it is clear that the Chinese haye drafted and 
are considering the adoption of a rather conventional patent law. 
In addition, the Chinese Government has established, at least on 
paper, a Patent Office and are in the early stages of considering 
the construction of a building to house the patent operation. 

Assuming that the present draft is adopted, the Chinese will 
have three different types of protection: a patent For inventions 
which will have a term of 15 to IT years from filing; & patent for 
utility models which will have a term of 5 years from filing, with a 
possibility of an extension upon request for an additional 5 years; 
and a patent for industrial designs which will also have a term of 5 
years from filing, with a possibility of an extension for 5 years 
upon request. 

The latter two types of protection— the utility model patent and 
design patent— will be subjected to an examination for formalities 
only, while the patent for inventions will be subjected to a conven- 
tional substantive examination. . 

Of particular interest are the exclusions from patentable subject 
matter. The Chinese have stated several times that they intend to 
exclude the following areas from patent protection: chemical prod- 
ucts (chemical processes will be patentable), animal species, plant 
species, foods, beverages, pharmaceutical, products (again, processes 
will be patentable), computer software, and inventions relating to 
atomic energy. : - l^. 

The PRC will adopt a first-to-file system rather than a first-to- 
invent system as we havejn the United States. This is not surpris- 
ing since there are only three countries in the world which have a 
first-to-invent system. _ - ; 

The Chinese will also have substantive criteria for determining 
patentability which w_ill_ be similar to the criteria used in_ most 
countries. Thus, in order for an invention to be patentable in the 
PRC, it musk be new or novel (this is to be defined as world-wide 
novelty), possess an inventive step, and have a practical application 
to industry or agriculture. / 

The Chinese will adopt a deferred examination system. Each ap- 
plication w_ill_be published 18 months after filing or, where applica- 
ble, 18 months after its priority date (an earlier foreign filing date 
to which the application is entitled) and the applicant will then be 
given another two years in which to request examination. If the ap- 
plicant fails to request examination within 3 l A years from filing, or 
again, where applicable, 3V 2 years after the priority date, the apph- 
cation will be abandoned. - 

There will also be an opposition, procedure. In those cases where 
an application has been published and a request for examination 
has been made and also published, a member of the public will, 
from the later of these two events, have a period of six months in 
which to oppose the grant of a patent. Thus, an opposition could be 
initiated between 18 and 48 months from filing or, where applica- 
ble, from the priority date. If the application is abandoned prior to 



299 



publication,, or if the applicant fails to request examination, ho op- 
position will be permitted. 

An applicant dissatisfied with a decision of a patent examiner 
will have the opportunity to appeal that decision to a higher level 
of review within the Patent Office. If the applicant is dissatisfied 
with the decision coming from the review process, he may have his 
case reviewed in court: The Chinese are also thinking of permitting 
a member of the public, who is unhappy with a decision of the 
Patent Office to issue a patent to have this decision reviewed in 
court. 

Foreign patent applicants will be required to use a. Chinese attor- 
ney or agent in matters before the Patent Office or before a court, 
The China Council for the Promotion of International Trade 
(CCPIT) is the organization to which a foreign inventor must turn 
' to obtain an attorney or agent to represent him. This is similar to 
the Soviet system where foreign inventors must work through the 
Soviet Chamber of Commerce to file and prosecute patent applica- 
tions. It appears that foreign inventors will be given a list of quali- 
fied attorneys or agents and will be able to select an attorney or 
agent of their choosing and to negotiate with him the terms and 
conditions of his representation. 

Provisional protection will be accorded applications following 
publication. If an application is subsequently approved following 
examination, or any review process, a patent will be published and 
protection will be retroactive to the date of publication: One inter- 
esting twist is that the Chinese are currently contemplating requir- 
ing that a patent applicant refund any royalties paid to him while 
the application is pending in the Patent Office, if it is subsequently 
determined that a patent should not issue, or if the applicant aban- 
dons the application by failing to request examination. 

The Chinese will adopt a system of maintenance fees which will 
begin after publication of the application, however, no decisions 
have been made concerning frequency or amounts. 

With respect to the rights of patentees, foreign nationals and for- 
eign enterprises who have received Chinese patents, will. have the 
right to enjoin others, iriHuding Chinese enterprises and socialist 
prganizatibris, from making, using and selling their patented inven- 
tions and to obtain damages for unauthorized use. However, in 
those cases where the invention is determined to be very important 
to national defense, the economy, or public health, the patent 
owners remedies will be limited to reasonable compensation. On 
the other hand, the Chinese will limit the patent rights of some do- 
mestic patent holders. Thus, Chinese socialist organizations will 
only be able to obtain royalties under their patents, and will not be 
granted injunctive rights. However, private enterprises (which 
would include joint ventures) and individual inventors who are not 
obligated to assign their inventions to their employers will be 
granted the full range of patent rights: _____ 

There are some similarities between the patent law of the Soviet 
Union and the anticipated patent law of the PRC. Both States re- 
strict the rights of inventors employed by the State. The Soviet 
Union restricts protection for inventions made by such employed 
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inventors to inventors certificates. 22 The PRC, on the other hand, 
will grant patents for such inventions but will limit, the patent 
rights to the ability to claim reasonable royalties, In addition, both 
limit the rights any inventor may obtain to certain important cate- 
gories of inventions. The Soviet Union grants only inventors' certif- 
icates for chemical compounds; the PRC will not grant patents for 
chemical, compounds, presumably limiting inventors to- awards 
under the "Regulations on Rewards for Inventions" (discussed 
below). 

The Chinese have indicated that they will follow certain princi- 
ples of the Paris Convention for the Protection of Industrial Prop- 
erty. The two areas they have mentioned involve a reciprocal right 
of priority and a compulsory license for failure to wqrk._The right 
of priority provision will be consistent with that specified in the 
Paris Convention, that is, foreign patent applicants will be able to 
obtain the benefit of their first filed application provided that they 
subsequently file an application in the PRC within twelve months. 
The working provisions of the Chinese law will provide for the 
grant of a compulsory license three years from the date of patent 
grant where the patent is not worked or is insufficiently worked. 
Importation will not satisfy the working requirement. The Chinese 
will permit patentees to argue that a compulsory license should not 
be issued because legitimate reasons exist for their failure to work 
their patents. Should a compulsory license be ordered, the licensee 
will pay reasonable royalties. _ _ . .... 

Regarding enforcement of patent rights in China,- the Chinese 
appear to be thinking of imposing criminal sanctions for patent in- 
fringement. An infringer could be sentenced to imprisonment for 
up to two years. The Chinese also indicated that patent infringe- 
ment disputes may be resolved through arbitration. The Chinese 
wilt publish a gazette which will contain bibliographic information 
for patent applications and patents, abstracts of inventions, the 
status of applications in the Patent Office, and various requests 
and notices such as those for examination, opposition, etc. 

Rewards for Inventions and Technological Innovations 

In addition to the new patent system, the Chinese are planning 
to continue to utilize an invention reward system. Thus, Chinese 
inventors may have the option to patent their inventions under the 
proposed new patent system or to seek awards for their inventions 
under the traditional inventor reward system. While there are cer- 
tain similarities between the S ^ iet inventor's certificate system 
and the PRC's invention reward system, Chinese officials have 
stated on numerous occasions that they do not intend to utilize 
their system in the same manner as in the U^S.S.R. 23 



** "Inventors" certificates are titles by virtue of which their holders have the right to compen- 
sation and other rights iind privileges as provided in the national law pf_ the. country hpvinp 
granted them and by virtue of which the right to exploit 4ho-i n vent ion belongs to the State , 
[definition of inventor's certificate contained in document PR/ DC/ 3. published by the World In- 
tellectual Property Orgahi«ition as part nf_a -proposal for amending Article 1 of the Paris Con- 
vention for the Protection of Industrial Property |. 

2:1 Under both systems, the reported inventions belong to the State and cash awards and cer- 
tain honorary tributes are paid to the inventor: On the other haiad^ the_criteria.for.Getermining 
whether to grant an inventor's Certificate or an invention reward differ. The criteria for grant- 
Continued 
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The "lobulations on Rewards for Inventions/' released on De- 
cember S, H)78, basically revise and continue the regulations pub- 
lished In .19.63. The criteria set down. by. the new regulations are 
almost identical to those Used in determining patentability. The^ 
include "major new scientific and technological achievements ' 
which have never been achieved previously, are more advanced 
that what is presently available, and prove through practice to be 
useful. Chinese nationals musUsubmit inventions through the ap- 
propriate chain of command. Following review by the provincial, 
municipal, or autonomous regional scientific commissions, the in- 
ventions will ultimately be reported to and evaluated by the State 
Scientific and Technological Commission. Foreign nationals may 
report inventions directly to the State Scientific and Technological 
Commission. _ * ; 

There will be four classes of rewards for qualifying inventions, 
ranging from an invention certificate, a medal, and 1000 yuan at 
the bottom end of the scale to an invention certificate, a medal, 
and 10,000 yuan at the top. At current exchange rates, this 
amounts to $(!2() at the bottom and $6,200 at the top. While these 
Awards are considerably smaller than the monetary rewards avail- 
able in the 1950's, they are ten times the amounts that were con- 
tained in the 1903 regulations. Since rewards appear to have been 
little used since HMIU, the contrast with the past is even more strik- 
ing. While it is too soon to tell how the reward system will work in 
practice, the present Chinese system appears to reward Chinese in- 
ventors more liberally than is done in the Soviet Union. 24 More- 
over, inventions of extraordinary importance will be given special 
rewards by the State Council (see the example in Section V). In a 
final exhortation, Article 14 states: 

*_* * Those who hit at or suppress others trying to make inventions and who 
resort to deception regarding inventions or steal others' fruits of labor Should be 
criticized, educated and rectified. Those involved in serious Cases should be dealt 
with sternly or punished according to law. 

We do not know whether the Chinese will ultimately prefer to 
utilize the patent or the inventor reward system Tor their patent- 



ing an inventors' certificate is the same _a« Uho_ more stringent criteria, for issuing a paten U an 
inventor s certificate is disclosed and fully published, again, in the same manner as with -o 
patent; and, and inventor's certificate Rives rise to an exclusive right in the State to use. only 
recently limited to 15 years Hu ration. L1 - 

The maximum Soviet reward for an invention is 20.000 rubles for roughly _$f MjOO^at ^cur- 
reriLtXehiinge rates) or about four times iis great as the maximum Chinese payment of 10 000 
yuan (about S0.200 at current exchange? rates), but the lower awards JwJlicii^ire perhapsihe 
mo re relevant ones for most Ch i n ese inven t ions), are considerably h lgh e r: in China (1 ,000 yuan or 
about $B2IU than ihe.Grst three grades of the Soviet invention award system jthe maximum pay- 
ments for the first three grades in the Soviet system. are: 20 rubles (about #27); M) TuBlesJabout 
KHOl and 11: rubles (about $190) Since the average industrial wage in China is less than onc- 
fifth that of the Soviet Union, the incentive to invent should be much more powerful. For exam- 
ple jin average industrial worker in China would have to work 20 months to earn an amount 
equivalent to the minimum reward for inventions. The average Soviet worker, on the other 
hand would earn an amount equivalent to the minimum initial award in less than hall a week 
of normal work. To carry the analysis further, one would need detailed information on the 
actual awards paid for inventions (the number of awards, the average and modal reward, lor 
inventions and the number of awards made to individuals and to collective units) m both coun- 
tries No systematic information on this subject exists for China. For an initial empinealanaly- 
sus of the_w;iy the Soviet system works in practice see John A Martens ^and John F.^Young, 
"Soviet Implementation of Domestic inventions: First Results,* m 'Soviet Economy in n Time < Ql 
Change," Joint Eonbmic Committee. October 10, 1979. pp. 472-509. Mar. .is and Young conclude 
that ''a strong case can he made that the inventor's certificate^oday is less likely to be viewed 
as^an afterthought'' (p. 480) and that the Soviet R and D establishment is developing a patent 
conciousness." l>oc. cit.). 
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able inventions. There would appear to be advantages and ^ad- 
vantages of both, systems. Seeking an award under the inventor 
award system wili probably continue to appeal to many Chinese or- 
ganizations becSuse_of the system's familiarity, its relative simplic-- 
ity and, perhaps, because it w^l not conjure, up. as much Fear of 
benefiting from a rightist bourgeois practice. On the other hand, by 
assigning all rights in the invention to. the State, Chinese organiza- 
tions will lose the rights to future payments derived from use of 
the invention not only by Chinese enterprises but by foreign orga- 
nizations as well. 

"Regulations on Awards for Technical Improvements" were also 
promulgated in 1M3 and are still in force: 240 Technical improve- 
ment awards are made if the improvements "lead to the achieve- 
ment of more, faster, better and more economical results in produc- 
tion or work through experiment research and practical applica- 
tion." The awards vary from under 100 yuan for a technical im- 
provement leading to a production increase of over 1,000 yuan and 
between 500 and 1,000 yuan for a production increase of over one 
million yuan. The monetary awards are accompanied by honorary 
awards and may be presented either to collectives or individuals. 

Trademarks 24 b « 

The "Regulations Governing Trademarks" and the "Implement- 
ing Rules under the Regulations Governing Trademarks", both pro- 
mulgated in 1963, remain in force. Reflecting perhaps a growing 
appreciation of some of the harsher features of both the Regula- 
tions and Rules as well as a desire to join the world Community in 
trade matters, the Chinese have issued certain "notes'l These notes 
have the effect of ameliorating the harsh effect of many of the reg- 
ulations and rules with respect to foreign nationals seeking trade- 
mark protection in the PRC. _ _ ._ 

Trademarks in China are similar to trademarks in most Western 
nations in that they represent a certain level and consistency of 
quality of the goods on which the marks are used. As previously 
noted, however, there is a difference in that the Chinese trademark 
regulations are almost exclusively concerned with the trademark 
function of representing a certain level of quality. There is little or 
no concern for the more traditional trademark functions of identi- 
fying goods as those of a particular manufacturer or distinguishing 
the goods of one manufacturer from another. The preoccupation 
with quality is exemplified by the requirement that Chinese enter- 



14 " New regulations governing "rewards for rationalization proposals-and techmcal rejjoyai 
tioris" wore announced after ■_ tKis .article, was completed [Xinhua, "Regulations Issued on Re- 
ward* for Improvements", FRIS-CHI April VA. 1982, pp. k-11 — k-131- The primary effect of the 
new regulations will be to increase the incentive for making a successful proposal. Proposals 
found to. have an "annual economic return" in excess of L million yuan will be rewarded by cash 
awards from UiDO. td ^OOO^yuan. This award is twice as hijjh as j n the 1963 regulations. Similar 
increases in cash awards are also given for successful proposals with "annual econ brr iic- returns, 
less than i million yuan Although these regulations were only .published in April 1982, they 
probably were- in effect at least one year earlier. This would explain the inconsistency noted 
beJowjn footnote .'M _ _ 

a4b Well after this paper was completer, the Chinese promulgated its new trademark law on 
August 213, 19821 It will become, effective March. 1, _JL98:i Amone the .must interesting provisions 
of the new law are: (Da system of civil remediej for trademark infringement and (2) t provision 
of a system of licensing of the rights to use trademarks in China. The hew law has been ana- 
lyzed in Charles Golz's "China's New Trademark Law," China Law Hcpiirtcr. Vol. 2, Summer 
i»82, issue No. 2. 
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prises applying for registration of a trademark file a "quality speci- 
fication form" for the goods with which the trademark will be 
used: This quality specification Form is to be completed according to 
"prescribed technical criteria for the products" and is examined 

and certified by competent authorities. - ■- 

The preoccupation with quality is further evidenced by Article II 
of the Regulations which specifies that the Central Administrative 
Bureau for Industry and Commerce may cancel a registration 
where "the quality of the goods concerned is lowered through 
roughness or carelessness in manufacture." While the quality spec- 
ification form is not required for foreign enterprises, they are sub- 
ject to Article 11 and, therefore, may have their registrations can- 
celled if they lower the quality, of the goods on which their marks 

are usecl. __ , ... TT 

A trademark may be any distinctive sign. However, certain 
words and designs are prohibited from use as- trademarks or in 
trademarks. These include: marks identical with or similar to the " 
national flag, national emblem, military flag or decoration of the 
PRC or foreign countries; marks identical with or similar to the 
emblems or names of the Red Cross or the Red Crescent; and, 
marks having a politically undesirable influence. ,_ 

While Chinese enterprises are not permitted to use foreign words 
in trademarks, the "notes" exempt foreign enterprises from this 

prohibition. • „ : .. .... .. .. 

Trademark rights are created through filing and registration and 
not through use. Where two or more enterprises apply for the reg- 
istration of identical or similar marks, the first, applicant shall fee 
accorded the registration. Service marks are not mentioned in the 
Chinese trademark regulations. . TT c 

The test for registration is similar t_o_the test prescribed in U.fc. 
law (15 US.C, 1052(a)), namely, a trademark may not be identical 
with or confusingly similar to any trademark already registered in 
the name of another enterprise for the same or similar goods, if a 
trademark is approved for registration, the registration is pub- 
lished and a certificate of registration issued. There is no opposj- 
tion period as exists under 15 U.S.C. 1063. The "notes 1 provide that 
the- term of a trademark registration for foreign enterprises, is _1U 
years with 10 year renewal terms available. For the non-exempted 
Chinese enterprises, however, the regulations provide that the 
term of a Trademark registration is indefinite, ending when the en- 
terprise concerned applies for its cancellation. Of course, the regis- 
tration may be cancelled for other reasons. ... : . ,. 

If an application for the registration of a trademark is rejectee: 
by the Trademark Registration Agency, the applicant may request 
a reexamination within one month of the date he receives the re- 
jection notice: A second refusal .is final and conclusive The Chinese 
are considering incorporating into their law a procedure for court 
review of a final agency refusal to register a mark. . . 

In addition to the possibility *f z a trademark registration being 
cancelled due to the lowering of the quality of the goods, a trade- 
mark may also be cancelled, where the name and/or design of_.the 
mark- are altered by the enterprise, or where, after examination, 
cancellation is deemed well-founded and justified in light of the de- 
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mands and proposals, raised by masses of people, government 

organs, public associations or enterprises. 

Presumably this last reason for cancellation is a catchall which 
gives the govern merit rather broad powers to move against an en- 
terprise which has fallen from favor for whatever reason. The Chi- 
nese have indicated that, should this provision be invoked, the 
trademark owner would have the right to present arguments to the 
authorities concerned, emphasizing that cancellation would only 
occur if there were very good reasons and that it would not be arbi- 
trary. 

Chinese enterprises may also have their marks cancelled on the 
basis of Hon -use for one year without approval of the competent au- 
thorities. The "notes" preclude application of this provision to for- 
eign enterprises. According to the "notes", a trademark of a for- 
e ign e rite r pr i se _ w_h i c h _h as n o t _bee n used_ _fo r one y ear shall not be 
cancelled and shall continue' to be effective: in fact, there^is:no 
1 i m it stated with respect to _n orvuse of marks of Jo reig;ri en ter prises. 

Two significant conditions precedent to registration of trade- 
ma rks in t he People's Republi c of C hina had bee n stated in Article 
12 of the Regulations. First, there has to be an agreement provid- 
ing^ for reci procal registration of marks between the PRC and the 
home country of the applicant; and second; the mark for which reg- 
istration was sought in the PRC has to have been registered by the 
applicant in his home country. 

In 1977, the Chinese made a decision which obviated any prob- 
lems created by these two conditions. According to that decision, 
the question of reciprocal trademark protection arid the question of 
whether a copy of a home registration need be filed would, begin- 
ning January 1, 1978, be answered on the basis of reciprocity, ir re- 
is pective of whether a form al agreem en t ex i s ted . In other words , if 
a Chinese enterprise could apply to register its mark in a particu- 
1 a r fo rej gn coun t ry w i thou t _fi rs _t_ having h ad to regj st e r _i t s ma rk in 
China, then a firm in that country could likewise apply to register 
its mark in China without having first had to register its mark do- 
mestically. 

The China Council for the Promotion of International Trade has 
been entrusted with the task of securing trademark registrations 
for foreign enterprises, similar to its responsibilities in the field of 
patents. Separate applications are required for the registration of 
an idei tical mark for goods in different classes. There are some 78 
classes in the Chinese classification scheme. '"_ 

The application fee of 20 yuan-Capproximatey $12) will be refund- 
ed if the appljcatLpn is rejected^If the application is accepted^ there 
is an agency fee charged by the CCPIT of 230 yuan (approximately 
$140). Thus, a successful trademark applicant will pay fees in the 
neighborhood of 230 yuan. 

Trad emark reg i stran ts m ay also fil e appl ication s to alte r th eir 
marks, to replace damaged or lost certificates of registration, to 
renew registrations (which must be prior to the expiration), and to 
assign their marks. In addition, a trademark registrant must 
secure the approval of the competent authorities before using his 
mark for other goods in the same class. The fees for renewal appli- 
cations, renewal registrations, and agency fees are identical to 
those associated with original applications. 
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An application to register a trademark rnust'be filed in duplicate 
and rnustbe accornpaned by a power of attorney in duplicate, a cer- 
tificate of nationality, and twelve prints of the mark involved: The 
original copy of the power of attorney and the certificate of nation- 
ality must be authenticated. 

Copyrights 

Hsia.and Haun state that "The People s Republic of China is not 
known to have enacted a comprehensive statute on the copyright." 
Unfortunately, this statement remains accurate. There are, howev- 
er, certain hopeful signs that the situation rnay be changing. 

Article 6 of the Agreement on Trade Relations Between the 
United States of America and the People's Republic of China pro- 
vides some incentives in this area. Paragraph 1 of Article 6 states 
that both contracting parties recognize the importance of effective . 
protection of coyrights. Paragraph 5 of that same article then sets 
forth the obligations of each side: 

Both Contracting Parties agree that each Party shall take appropriate measures, 
under its laws and regulations and with due regard to international practice, to 
ensure to legal or natural persons of the other Party protection of coyrights equiva- 
lent to the copyright protection Correspondingly accorded by the other Party. 

One month after the signing of the Trade Agreement, Mr. Chen 
Hanbo, Director of the Publisher s Association of China, indicated 
that Chinese authorities would present a domestic copyright law to 
the National People's Congress "as soon as possible." Mr. Wang 
Heng, who is with the National Publishing Administraton of China 
and who is perhaps China's leading copyright expert, has stated 
that a ten person copyright study group had been established in 
Beijing to draft a copyright law^ Provincial study -groups have been 
established to work with the Beijing group and each publishing 
house also has a_t least one person to follow copyright matters: The 
Chinese believe that this effort responds to and places China in full 
compliance with the intent of Paragraph 5 of Article 6 of the Trade 
Agreement: 5 ... B _ M1 

According to Mr, Wang, copyright protection m fchma will 
extend to more than just literary works. Copyright protection will 
be available for ^pictures, art, and other works, although the Chi- 
nese remain undecided on the exact spectrum of works they will 
copyright. The Chinese copyright law, which will be included in the 
civil code, will recognize and protect moral and economic rights, as 
well as provide adequate protection to authors. The Chinese will 
probably adopt some form of registration system. In accordance 
with their custom, it appears the Chinese are thinking of paying 
royalties on the basis on the length of work rather than on the 
number of copies distributed. Mr. Wang has stated that due regard 
will be given to international practice during the drafting of the 
copyright law and that the PRC currently plans for its copyright 
law to at least satisfy the Uniform Copyright Convention, to which 

they will adhere "when the conditions are right." 

Regarding the timing of the adoption of a copyright law by the 

Chinese, it has been indicated that a certain amount of promotion- 
al work on the concept of copyright must be conducted first. As has 
been indicated earlier, there is a certain tension between the con- 
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cept of copyright and the Chinese communist ideology. However, 
recent expressions of interest by Chinese officials in obtaining 
copies of. typical licensing contracts between Western .parties may 
portend increasing interest arising from 'the anticipation of -hard 
currency from the sale and distribution of translations; of Chinese 
works. At this time, however, it is riot possible to go beyond the 
simple conclusion that the Chinese are in the process of drafting a 
copyright law. .... 

IV. Unckhtaintiks and Problems Arising From China's 
Intkllectual Property Laws 

The first and perhaps most difficult problem to assess is the 
depth of the Chinese commitment to the timely introduction of new 
patent and copyright laws. In both cases, Chinese leaders have 
made statements on numerous occasions abou^ their commitment 
to introducing patent and copyright protection. 25 As we have 
sfated above, a detailed draft of the patent law exists and a sizea- 
ble stuff has been at work preparing for the installation of a new 
system. . . 

Nevertheless, it is clear that there is domestic opposition to the 
new patent law and undoubtedly to the proposed copyright law as 
well. Foreign- delegations have been formally and informally ap- 
prised of the fact that thc^roponents of patent legislation have not 
yet succeeded in gaining approval from all the important elements 
of the Chinese decision-making process. A number of officials in 
the industrial ministries feel the adoption of a patent law will 
reduce their access to foreign technology because they will be 
unable to pay for the technology they desire and they will be pro- 
hibited from copying. Other Chinese leaders are undoubtedly argu- 
ing that the patent laws may have the effect of restricting the free 
flow of technology within Ctiina. Finally, many Chinese leaders- 
including many who would not consider themselves in the radical 
group— are likely to be concerned about the income differentials 
and unsocialisc behavior which may arise under the new system. 

We have no way of knowing how serious the opposition is. But it 
is clear that it exists and Lhat it has already delayed the implemen- 
tation of the new laws. At the very least, we must caution that do- 
mestic opposition within China may still affect the final character 
and the timing of the promulgation of the patent and copyright 
laws. _ _ • 

We recognize that it is even possible that political changes in 
China and a further mushrooming of domestic opposition could 
conceivably endanger passage of these laws. Nevertheless, barring 
major political upheavals or a drastic re-assessment of the present 
foreign policy course of the Chinese government, we are inclined to 
believe that the main impact of the opposition to intellectual prop- 
erty protection will continue to delay and to modify the ultimate 
legislation— but will not prevent the passage of the kind of laws 
outlined above. 

^Ah recently as JuLy MlKJ, China's commitment to establishing a patent system was reaf- 
firmed hy Vice Premier Fantf Yi when he met with a delegation from the Japan Patent-Associ- 
ation. FBIS-CHI July 9. HIKl, p. 
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The authors are also reluctant to analyze the detailed problems 
which Chinese intellectual property laws will pose for Western 
businesses. Particularly in the trademark field, considerable experi- 
ence has been gained by trademark counsel representing numerous 
firms. It would be presumptuous of the- authors to suggest that 
they have had any practical experience ih_ dealing with the prob- 
lems that have confronted lawyers and business people when pro- 
tecting their rights in the PRC. Nevertheless, a modest effort will 
be made to identify the problems which appear to exist, with the 
hope that others will correct and supplement the comments which 
follow. 

Patents 

Of course, the fundamental problem, facing Western industry 
seeking to protect its new technology in the PRC is simply that the 
Chinese do not yet have a patent law. Accordingly, Western firms 
a_re_ forced to continue to rely upon provisions in contracts to pro- 
tect their technology. Since the ability of a particular firm to pro- 
tect their technology by a contract varies from situation to situa- 
tion, the prospects are good that some businessman will continue to 
face frustration* and disappointment anoVthat the Chinese will con- 
tinue to obtain some outmoded technology. 

Little |s known regarding some of the important details concern- 
ing the patent system which the Chinese will establish. Questions 
suchas the type of claim practice which will be adopted, the prior 
art against which patentability will be determined, the length of 
time one can expect the patent process to take, etc., must necessar- 
ily await the publication of the Chinese patent law and regulations. 
However, the general outline of the proposed patent system is 
known and at least some problems can be anticipated. - 

Foremost among the likely- obstacles which Western firms will 
face in the PRC is the lack of patent protection for chemical com- 
pounds and pharmaceuticals. The officials responsible for designing 
the Chinese patent law have concluded that China should not ini- 
tially protect chemical compounds and pharmaceuticals. Their deci- 
sion seems to be based primarily on the absence of protection for 
such products in developing countries. The Chinese argue that 
their industry is at the same level of development as many other 
countries which do not protect chemical compounds and pharma- 
ceuticals. They argue, therefore, that they should not protect such 
products. While they acknowledge that the world trend is towards 
increased protection for chemical products and pharmaceuticals, 
they argue that even a highly developed country like the Federal 
Republic of Germany only moved to protect chemical compounds 
within the last fifteen years. Therefore, they conclude that China 
need be in no rush to offer patent protection in such areas. Follow- 
ing the examples set by the countries after whom the Chinese are 
modeling their j>atent law, however, they have indicated that 
patent protection will be available for chemical and pharmaceuti- 
cal processes. 

This decision by the Chinese will obviously have adverse conse- 
quences for American chemical and pharmaceutical firms. More- 
over, this decision also may not be in China's own best interest. 
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Considering the research arid developments costs associated with 
both pharmaceuticals and agricultural chemlcr.ls,. many Foreign 
companies will not sperid significant resources developing products 
fcr Chinese conditions; . . 

Plants are also expected to be excluded from patent protection: 
This is somewhat surprising since one of the areas in whicli the 
Chinese have actually sold "technology" to the West involved a 
plant variety, specifically, a new type of rice. Moreover, it would 
seem that the Chinese would want to create maximum incentives 
for the development of a more productive agricultural sector. 

In addition, some important industrialized countries extend pro- 
tection of plant varieties to foreign nationals on the basis of reci- 
procity/ e.g. the foreign national can protect only those varieties 
which his country protects: Thus, the Chinese could find that their 
exclusion of plant varieties from patent coverage might well make 
it more difficult for- them to patent and sell agricultural technology 
in world markets. Of course, Western breeders will be unenthusias- 
tic about investing resources to-develop new crops and other food 
sources tailored specifically to Chinese needs without the prospect 
of a reasonable return on their investment which the patent 
system would offer. _ "_ 

Several questions arise regarding the enforceability of patent 
rights in the PRC. First, one must-ask, given the closed nature of 
the Chinese society, how could a firm determine whether its_ pat- 
ents were being respected in China. For example, how would West- 
ern firm know whether its patent, licensed for use in a single plant 
in the Shanghai area, was also being used in similar plants in the 
far reaches of the PRC? While export products might provide evi- 
yctence of patent infringement, products intended solely for domestic 
consumption arid patented processes present much more difficult 
considerations. ... 

Another J3gtentially troublesome area involves how the govern- 
ment would determine which patents it will exploit For national de- 
fense and other purposes. Closely linked is the question of how 
compensation for such governmental use would be determined. The 
Chinese currently plan to limit a patent owner's remedies to rea- 
sonable compensation in areas important to national defense, the 
economy, and the public Health. In a socialist country, a govern- 
mental right to use, for "reasonable compensation", any invention 
relating to the "economy" could all but vitiate the- value of a 
patent. Some additional guidance regarding the scope of these gov- 
ernmental powers will be necessary before Western businessmen 
can determine the real vakre of a patent in the PRC. 

Similarly, assuming _that the PRC places reasonable limits on its 
right of eminent domain in the patent field, the question of how 
"reasonable compensation" is to be calculated is also of fundamen- 
tal importance, Does "reasonable compensation" Have the same 
meaning in the PRC as L it would have in a Western economy? Will 
the Chinese provide a right of review for a patent owner dissatis- 
fied with the level of compensation eirtablished? These and many 
other questions concerning compensation need to be known before 
Western firms can intelligently determine the desirability of seek- 
ing patent protection in the PRC. ; 
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The Chinese have indicated that their patent law will contain a 
working requirement which will be compatible with that provided 
in the. Paris Convention. Assuming that the Stockholm Act of the 
Paris Convention- continues to remain in force for at least the- im- 
mediate future, this means that the Chinese will provide a compul- 
sory license to practice any invention which the owner fails to 
work, either four years from filing or three years from grant, 
whichever is later. The Chinese have also indicated that the 
patent owner will be permitted to argue, as mandated by the Con- 
vention, that a compulsory license should not be issued because the 
owner has been unable, for legitimate reasons, to work the patent. 
Should a compulsory license be granted, the Chinese indicate that 
the patent owner will be paid reasonable royalties. Numerous ques- 
tions arise. Assume a patentee wishes to commence working his 
patent at jari early date. How difficult will the Chinese make this 
for the patentee? Will he be able to obtain the necessary approvals, 
or Ond a partner in a joint venture, to commence such working 
within the statutory time frame? If the patentee is precluded from 
working dye to his inability to obtain the needed governmental ap- 
provals, will this be considered a legitimate reason by the Chinese 
authorities for failure to work? Again the question of determining 
the level of reasonable compensation must be considered. Addition- 
ally, will the decision granting the compulsory license be reviewa- 
ble? . 

In summary, there are many questions facing-Western business- 
men interested in obtaining a patent in the PRC. Unfortunately, 
most of these questions cannot be answered until the details of the 
Chinese patent law are available. Indeed, many specific questions 
cannot even be intelligently raised until that time. 

Trademarks 

The laws regulating trademarks in the People's Republic of 
China is obviously more settled than with either patents or copy- 
rights since trademark "Regulations" and "Rules" have been in 
force since 1963. Also, as previously noted, fie Trade Mark Regis- 
tration Agency has issued certain "Notes" which exempt foreign 
applicants from certain aspects of the Regulations and Rules. By 
November 1980, U,S. nationals had filed over 2,000 trademark ap- 
plications in the PRC, from which over 300 registrations were 
issued to nearly 100 U.S. firms. 

Initially, it is * noted that only trademarks can be registered 
under the PRC "Regulations". Not only does there appear to be no 
means available for the registration of service marks, but there 
seems to be no protection of any kind for such marks. The absence 
of protection for service marks in the PRC should be an important 
consideration 'to the increasingly service oriented Western econo- 
mies. 

The absence of any protection for- service marks also raises a 
question about the PRC s plans to ratify the Paris Convention: For 
example, Article 6 of the Convention requires member countries of 
the Paris Union to protect service marks, although they do not 
have to provide for^the registration of such marks. There are other 
requirements involving the protection of trademarks where the ex- 



isting PRC tniflSuisirk law appears deficient.. For example, the PRC 
trademark law does not provide for granting a right of priority 
with respect to a trademark application as. required by article 4(A) 
of the Convention; it does not provide for the registration of collec- 
tive marks, as required by Article Ibis of. the Convention; and,, it 
does not provide for the protection'of trade names "as required by 
Article 8 of the Convention. In addition, the authors are not aware 
of any provLsibRS in Chinese law which would provide protection 
against unfair competition as required by Article ^Obis of the Con- 
vention. These are a few of the several inconsistencies which exist 
between the requirements of the Paris Convention and the provi- 
sions of the PRC law. While those Chinese Government officials re- 
sponsible for drafting the patent law have suggested that the PRC 
will adhere to the Paris Convention, it is riot altogether clear 
whether their views are shared by the officials responsible for ad- 
ministering the' trademark laws: Clearly, some amendments to the 
PRC trademark laws and the creation, of .certain other laws such as 
one for the repression -of unfair competition appear necessary 
b e f o re ad he re n ce t o the Paris Co n yen t i on cou I d occur . 

Although the basic criteria for determining registration, e.g., 
that the mark not be identical with or confusingly similar to a 
mark already registered by another for the same or similar goods, 
is fairly standard, the law also states that marks having a political- 
ly undesirable influence may not be used as trademarks. Unfortu- 
nately (or perhaps fortunately), no guidance is given as t> what 
constitutes a politically undesirable influence. Undoubtedly some 
un suspect in g Weste rn me rchant will some day 1 earn wh at fa 1 Is in 
this category when his trademarked goods are denied entry or reg- 
istration of his mark is denied. 

Another area of potential concern to trademark applicants is the 
lack of any court review of a refusal by the Trade Mark Registra- 
tion Agency to register a mark. Article 8 of the Regulations ap- 
pears to give a trademark applicant the right to obtain an initial 
evaluation of the registrability of his mark and the right to request 
a reexamination within one month from the date registration of his 
mark was denied. Agai n, on ly th rough the accumulation of practi- 
cal experience can t^e absence of court review be properly evaluat- 
ed. .... 

Another Interesting problem is that there are no provisions in 
the 19(53 PRC trademark law giving a registrant the right to pre- 
vent another from infringing his mark. Hsia and Haun point out 
that the 1950 Provisional Regulations Governing the' Registration 
of Trademarks provided an exclusive right to one's trademark, a 
right enforceable against the infringer in a local People's court. 
The authors do not know why these rights were dropped nor what 
a trademark proprietor can or should do to protect his mark. . - 

One could, perhaps, construct an argument on the basis of Arti- 
cle 2 of the Regulations that a trademark owner does have a right 
to prevent infringement of his registered mark in the PRC. Since 
Article 2 requires that an application for registration be filed for 
all marks used in the PRC, it could be reasoned that Article 2 im- 
pliedly requires that no mark may be used without a registration. 
On the basis of such reasoning, a firm finding its mark infringed in 
the PRC might approach the Trade Mark Registration Agency to 
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point oat that an unregistered mark was being used contrary to 
Article 2 of the Regulations arid request the Agency to take appro- 
priate action: Alternatively, the trademark p_wner_m 
action in the People's Court asking that the use of the mark by the 
accused infringer be stopped until he registers the mark in the 
PRC. Hopefully, such" registration by the accused infringer would 
he blocked by Article 6 of the Regulations (confusing similarity). 
Admittedly this ^is reaching. 

A potential problem for Western trademark proprietors may lie 
in the absence of any means by which they can oppose a mark reg- 
1 istered by another. Without the opportunity to oppose (as exists 
under section 13 of the Lanham Act), it is conceivable that a trade- 
mark proprietor may find his mark already registered in the PRC 
at the time he contemplates developing a market for his goods. 
Moreover, the fact that the "Notes" issued by the Trade Mark Reg-' 
istration Agency exempt foreign trademark owners from the provi- 
sion for cancellation on the basis of one year's non-use exacerbates 
the problem. An unscrupulous individual could register even a 
well-known Western mark prior to the registration of that mark by 
the proprietor and, since the registration could not be cancelled on 
the basis of non-use, exact a bandit's price from the trademark 
owner for the privilege of registering his mark. 

Article 11 of the regulations could also create problems for West- 
ern firms. This Article provides that the^ Central Administration 
Bureau for Industry and Commerce shall give public notice of can- 
cellation when cancellation -is deemed well-founded and justified in 
light of the demands and proposals raised by masses of people, gov- 
ernment organizations, public associations or enterprises. No expla- 
nation is available as to the circumstances which must exist before 
cancellation of a registered mark will be "deemed well-founded and 
justified jn ligh^bf thfe demands and proposals raised by masses of 
people, government organizations, public associations or enter- 
. prises," As previously mentioned, this-reason for cancellation iS 
presumably a catch-all which gives the PRC Government broad dis- 
cretion to move against any enterprise which has fallen from favor 
for whatever reason. Although not required by the Regulations or 
Rules, the Chinese _have stated that, should this provision be in- 
voked, the trademark owner would have the opportunity to argue 
against cancellation of his registration. The Chinese authorities 
have also stated that cancellations would only occur. i_f_yery good' 
reasons existed and that their actions would not be arbitrary. 

It may be that Article 11 could be used by a firm as a means to 
oppose a mark which it believes was improperly registered: Thus, 
the firm might argue to the Central Administrative Bureau for In- 
dustry and Commerce that cancellation of the registration of a 
mark would be well founded under subparagraph (4) of Article H,. 
since the mark was .identical with or confusingly similar to a mark 
previously used and registered in other countries throughout the 
world by the petitioning firm. It might also be appropriate to first 
attempt to convince the China Council for the Promotion of Inter- 
national Trade tp raise this argument since the CCPiT would be a . 
"government organ" which can make such a demand under the 
language of Article 11. 
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C()f>y rights 

Practically nothing is known of the specifics of the copyright law 
which the PRC will develop and. therefore, it is of little vaiue to 
speculate about what problems foreign authors . and publishers 
might face in protecting their works in the PRC, There have been 
complaints from both foreign nationals about the copying in the 
PRC of works protected outside the PRC as well as complaints by 
the PRC about the copying in various other countries of Chinese 
works. Hopefully, the mutual interests of all concerned will lead to 
a prompt enactment of a copyright law by the Chinese. 

V. China's Recknt Intellectual Property Protection Practices 

Previous sections have emphasized that China has recently pro- 
mulgated new regulations with substantially higher monetary re- 
wards for inventors and are far advanced in » drafting new patent 
legislation. Moreover, the nucleus of a patent office has been cre- 
ated and already numbers about 100 trained individuals. Trade- 
mark legislation is being modernized and consideration is being 
gi ve ri to copy right legislation. 

\ A further indication of the seriousness of Chinese intentions is 
the fact that even before the legislation has been completed, plan- 
ners already have begun to utilize new forms of rewarding inven- 
tors and have provided a measure of protection to industrial prop- 
erty holders. In addition, product differentiation as a means of 
stimulating competition among Chinese enterprises has been en- 
couraged. In typical Chinese style, the planners are experimenting 
with provisional systems even before publishing the final legisla- 
tion. This section will describe some recent reports on China's 
evolving practices in these areas. 

The general problem for Chinese planners is to construct a 
system which stimulates competition among individuals and enter- 
prises and provides substantial rewards to inventors and innova- 
tors without stifling the free exchange of technical information 
across administrative and bureaucratic boundaries. Vice Premier 
Yao Yilin's 1980 Economic Report indicated that the problem had 
been recognized and was being given high level attention: "While 
promoting competition, the socialist spirit of cooperation and ex- 
change of technical know-how should be encouraged. A royalty 
scheme will be worked* out to govern important new technol- 
ogies." 26 _ ; __ " 

- According to one report, a royalty system has been in use since 
September 1979 at the Physics Institute of the Chinese Academy of 
Sciences. Researchers were reportedly delighted that factories were 
finally becoming interested in the results of new research. As a 
result, the factories no longer produced "the same old stuff year 
after year" and the scientists "no longer have to desperately peddle 
their research results'^ 27 in one year, the institute signed con- 
tracts with 19 factories covering 21 of its research results. The re- 
search institute was reimbursed either by a lump sum or by a 



*• Yao-Yilia. "Economic Report at August SiO. National People's Congress", FBIS-CHI Septem- 
ber 215. 1980, p. 14. * 

27 Xinhua, "Factories Apply New Technology in Production", September ID, I WO, p. L-2(i. 
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share of the profits or gross proceeds. However, it is not clear if the 
recipients were committed to keeping the technologies secret. 

The right of enterprises to maintain technical secrets was de- 
fended in a February 1981 article by a Shanghai writer who 
straightforwardly admitted that there is a "phenomenon of keeping 
of technical secrets in the course of technical exchanges and coop- 
eration in Shangha/'s industry, science and technology system." 28 
The writer argued that "since there is competition, it will necessi- 
tate the keeping of technical secrets. A recognition of the right of 
enterprises to protect their new techniques is a necessary condition 
for developing and protecting socialist competition. If we still main- 
tain the situation of 'eating out of the same pot' in technical devel- 
opment, it will only encourage those lazybones who sit idle and 
enjoy the fruits of others' work." 29 __ 

It is doubtful that national leaders will allow technically ad- 
vanced areas or enterprises to monopolize advanced technology or 
veto transfers to less advantaged parts of China. Nevertheless, com- 
pletely free exchange of technologies from one part of China to an- 
other may be a thing of the past. Local organizations in Shanghai 
have already drafted a document entitled 'Experimental Regula- 
tions on Protection of Technology and Transference of (?Technol- 
ogy) (sic) in Shanghai". 30 Less well endowed regions of €hina such 
as Hubei province have had to educate the comrades "not to put 
any more burden on them when asking for help from Shanghai's 
departments and enterprises." 31 The same report endorsed the 
principle of paying for technology acquired from Shanghai: ". . . in 
these two years, according to different situations and with the ap- 
proval of certain leading departments in Shanghai, we have adopt- 
ed various measures, such as sending out to learn and inviting in 
to teach, establishing direct contact and learning from related 
units, signing contracts in joint management, exchanging technol- 
ogy and paying in installments:" 32 _ 

To date, there is little evidence on how China will implement the 
1978 reward system for inventors. Nevertheless, it appears from 
the publicity already accorded to successful inventions that China's 
leaders are planning to use both honorific ceremonies and mone- 
tary rewards much more vigorously than in the past. For example, 
in March, 198_l,_the Ministry of Light Industry held a ceremony 
that awarded a certificate of merit and bonuses to people "who had 
invented or improved on high-quality industrial goods and ad- 
vanced production techniques." 33 At that ceremony, three Chinese 
organizations (one research institute and two factories) received 
"first class awards" and bonuses of 2,000 yuan. An additional 669 
monetary bonuses that ranged from 300 yuan to 1,000 yuan were 



28 Xu Guoquan, ibid., p. b-2. , 

28 cit.- - — - - - • - 

30 "Shanghai Conference on Science and Technology Closes!' Shanghai City Service in Manda- 
rin, May 26, 198U in FBIS-CHI, May 28, 1981, p. 0-6- The report merely cites the name of this 
draft regulation and does not give any details about its content. -r- - ^ , r „ -. t 

- 31 Chen Pixian, "Transplant Shanghai's Advanced Experience: Develop the Role of hxiatmg 
Enterprises", Peoples Daily, May 28, 1981, p. 2, ir. FBIS-CHI, June 9, 1981, p. K-8. 
92 \jqc cit. ' O 

""Light Industry Ministry Awards Indsutrial Inventors", Xinhua in English, March 7, 1981, 
in FBIS-CHI, March 12, 1981, t-18. 
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paid to other units under jtKe Ministry of Light Industry. 34 M 
over, the new system -for special rewards for "inventions of extraor- 
dinary importance" 35 has already been utilized in at least one in- 
stance. In June, i98t, Fang Yi, Vice Premier and Ministerjn 
Charge of the State Science and Technology Commission 3 , presented 
the first special award worth. 100,000 yuan to the. leader of a team 
of agronomists that developed a new hybrid rice strain. 36 
- China's practices vis-a-vis trademarks may be changing as well. 
The current emphasis on inter-enterprise competition has led to 
placing more emphasis on brand name identification. Last Novem- 
ber, China held a national meeting to issue certificates to "famous 
trademarks". At this meeting a leading official made the following 
statement: 37 ' * 

China is encouraging enterprises to Compete under the guidance, of the .national 
plan. To protect trademarks is one of the important measures adopted to. protect 
competition. Imitation or counterfeit of a registered trademaW, will be punished by 
law. ^^^^ 

In addition to guaranteeing quality, the role of trademarks has 
been expanded so that enterprises now are encouraged to gain con- 
sumer recogn'tion of their products. In early 1981, a People's Daily 
editorial on consumer goods production endorsed brand name iden- 
tification of prominerrt consumer goods: "concentrated efforts 
(should be made) to develop name-brand products, for example, the 
Fenghuang, Jongjiu, Feige and other name brand bicycles, and the 
often mentioned three big items (bicycles, sewing machines and 
wristwatches) or five big items (the three big items plus radio re- 
ceivers and television sets)." 38 _ _ 

The stress on encouraging competition and_ identifying products 
by brand names has emerged at the same time that advertising has 
reappeared in China. Now, Chinese factories vigorously advertise 
their products in newspapers, magazines, billboards as 11 as on 
radio and TV. While "cut throat" competition is still a i i way off 
in China, the managers and workers of many marginal enterprises 
have been hard pressed to remain in. business. This has led to some 
a^res_s_ive_ advertising practices by some units: In some cases, the 
Chinese press has lauded the positive results of advertising: 39 

A chemical Factory producing articles of daily use in far off Qirighai has produced 
a kind of paste against the common cold which has been appraised to be of a quality 
up to advanced national levels and remarkably effective; However, it was not selling 
well because nobody heard of it. Later, after advertising in the papers, orders 



* * Th e re port stated I ha t awards we __l in ade_ to "people w h_0 h ad i n v en ted o r i m p rpv ed on h ig h 
quality 1 ight industrial goods and advanced production techniques." (Ibid. p. 18*. The report did 
not distinguish between awards for inventions and technical improvements. The awards merL- 
tioned in the report are somewhat inconsistent _wi__h_the_r(^latior_3 on the reward systems^ T^^ 
hjgJii'Ht awards reported in the article were three— first class awards and bonuses of 2^000 
yuan". The VMV.l Regulations on Awards for Technical Improvement carry a maximum (first 
class) bonus of only 1,000 yuan. On the other hand, a 1,000 yuan award undetthe __978_inventor 
reward-system is 6hlv_a class three award. Both Regulations have been reprinted in Annex 7 of 
E. P. White (Ed.), "USA and China: Technology and Patents Sale and License". The report is 
availabie-from Licensing Executives Society, P.O. Box IW, Stamford, Connecticut 06904. 

™See Section III, p. 19. .... - n - 

38 Xinhua, "Fang Yi, Other Leaders Attend Science Conference", FBIS-CHI, June 8, 1981, p. 
I^rj ' ... . _ _ _ 

" Xinhua, "Yab Yilin Attends Meeting on Trademarks", FBIS-CHI, November 4, 1980, p. L- 

38 People's Daily Editorial, "Place Consumer Goods Production in an Important Position", 
FBIS-CHI, March M, 1981. p. L-9. 

"Peoples Daily Commentator, "Truth is the Life of Advertising", FBIS-CHI, February f>, 
1981. p. L-15. 
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poured in from all parls of thi- country! So: the saying "an advertisement has saved 
a factory" is not an exaggeration. 

On the other hand, abuses of advertising practices have also been 
reported, One enterprise began to advertise its (product before its 
plant had been completed. People's Daily condemned Another plant 
that claimed a "major scientific achievement" as "sheer lying" and 
went on to warn that "if an enterprise does not prize its reputation 
but, to meet temporary heeds, irresponsibly puts out exaggerating 
advertisements to dede ; ve others, it is tantamount to drinking 
poison to quench a thirst." 40 

VI: Conclusion 

The Chinese are in the midst of a major rethinking of the 
manner in which they can encourage creativity for economic appli- 
cation. It is clear that the new policies have high level support and 
that important new Legislation has been drafted. Laws providing 
Patent protection for inventors is said to be nearly complete. More- 
over, the Chinese are already experimenting with providing more 
material incentives and a certain amount of control over the use of 
successful new inventions. 

It must be emphasized, however, that a great deal remains un- 
certain. The new programs have been opposed by some influential 
Chinese organizations. We do not know if the opposition will 
simply retard and modify the new legislation or whether the oppo- - 
sition endangers the basic thrust of the new policies. We suspect 
the former judgement is correct, but we cannot be certain. 

Even if new laws and policies regarding patent, trademark, and 
copyright protection are successfully introduced in the near future, 
major questions' will still remain. First, how easily can these re- 
forms be reconciled with an economic system that will, for the for- 
seeable future, remain strongly planned, and centralized? Secondly, 
how far will Chinese communist party leaders be willing to go in 
the direction of allowing a hew scientific elite to gain not only 
much higher incomes bat also a degree of control over the distribu- 
tion of the results of their endeavors? Such questions, of course, are 
not unique to intellectual property policies. They reflect the larger 
problems Chinese leaders face in attempting to graft some market ' 
forces and effective incentive systems onto a basically collectivist 
and centrally planned economy. 



40 Loc. cit. 
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UNFROZEN ASSETS: THE 1979 CLAIMS SETTLEMENT 
BETWEEN THE UNITED STATES AND CHINA 



By Natalie G. Liechtenstein* 

On that cold March morning in 1979, the public waiting room of 
the Beijing Airport may have seemed an unlikely place For Chinese 
and American officials to Jignal agreement on unfreezing the so- 
called "frozen assets," 1 but the timing came as no surprise. Two 
months earlier, the United States had Finally recognized the Peo- 
ple's Republic of China (PRC) as the sole legal government of 
China. 2 The day before, the U.S. representative, then Treasury Sec- 
retary W. Michael Blumenthal, had presided over the official meta- 
morphosis of the U.S. Liaison Office into the first U.S. Embassy in 
Beijing in 29 years. 3 As the political winds shifted, the claims/ 
assets issue had once again proved an accurate barometer of the 
climate of Sino-U.S. relations: Sino-U:S. confrontation in Korea in 
1950 led to the blocking of Chinese-owned assets in the U.S. and 
the subsequent seizure of American-owned property in China; the 
Sino-U.S, thaw in 1971 saw some relaxation of U.S. restrictions on 
trade with China; and finally, Sino-U.S. normalization on January 
1, 1979 had brought with it the resolution of this long-standing 
property dispute. 

If the timing of the settlement was heavily influenced by politi- 
cal concerns, neither the settlement nor the problem it resolved 
was lacking in economic or financial impact. What' follows is a de- 
tailed review of the historical development of the problem, the 
issues for resolution, the terms of the settlement, and the course of 
its implementation. 

When the PRC was established on October 1, 1949, after decades 
of civil war between the successful Chinese Communist, forces and 
the Kuomintang (Nationalist) forces which retreated to the island 
of Taiwan, the path- of future relations with the U.S. was not yet 
indelibly marked. While the United States had supported the Na- 
tionalists, there were certainly those in America who believed that 
the question of which Chinese government to recognize would be 
answered in time by a final defeat of the Nationalists at the hands 

•Ms; Lichtensteih currently Counsel with the World Bank Legal Department served as an 
attorney in the Office of the Assistant General Counsel for international Affairs,^ U.S. ^pai" 4 : 
ment of the Treasury, during the negotiation, conclusion arid inipleineh^tiQfUijntH fell 1980)^1 
the settlement discussed herein. The opinions expressed in this ..article are solely those of the 
author, and do not necessarily reflect those of the Treasury Department or of the .World Bank. 

This article is an expanded and updated version of an earlier article By the author which ap- 
peared at 1 China Law Reporter 25 (19aQ): ...... _ . s _ 

'Solomon, "When 41* on the dollar is a good deal, The Christian Science Monitor, Mar. 2X>, 

ajofnt Communique on the Establishment of Diplomatic Relations between the United States 
of America and the People's Republic of China, Jan. 1, 1979, in N.Y. Times, Dec. 16, 1978, at A8, 
col. 3. 

3 N.Y Times, Mar. 2, 1979, at Al, col. 1. 
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of the Communists/ 1 Statements made by U.S. officials early in 
1950 suggest that the U.S. position on the China/Taiwan question 
still left room for some flexibility. 5 Nevertheless, whatever nascent 
flexibility there may have been- in U.S: treatment of the Chinese 
Communist government was effectively ended by the U.S. entry 
into the Korean War in June 1950. Along with the North Koreans 
and the Russians, the Chinese became the enemy. It was in this 
context that the U.S. government reacted to the entry of PRC 
forces into the Korean War. 6 

Chinese Assets 

On December 16, 1950, President Truman declared a national 
emergency based on "recent events in Korea and elsewhere:" 7 The 
next day, December 17, 1950, the Secretary of the Treasury issued 
the Foreign Assets Control Regulations (the Regulations), which 
not only enforced a complete embargo on commercial and financial 
transactions with the PRC, North Korea arid their nationals, but 
also blocked all Chinese and North Korean property in the U.S. 8 
And so it was that the U.S. government required property holders 
toJcreate a new phenomenon; Frozen Chinese assets. 

It is important to note at the very outset that the freeze was ex- 
traordinarily broad in its scope. Blocked properties were defined as 
those "in which_ahy designated foreign country, or any national 
thereof, has at any time on or since the effective date ... had any 
interest of any nature whatsoever, direct or indirect." 9 The speci- 
fied prohibited transactions were those involving blocked property 
or undertaken "by, or on behalf of, or pursuant to the direction of 
any designated foreign country or nationals thereof." 10 China was 
designated as a foreign country subject to these ^restrictions as of 
12:01 a.m., Eastern standard time, December 17, 1950. 11 Conse- 
quently, the frozen Chinese assets not only included property actu- 
ally owned by the PRC or PRC nationals, but also included proper- 
ty which was actually owned by others, and in which a mere indi- 
rect interest of the PRC or a PRC national existed. Jt is this broad- 
er meaning which must be assigned to the term "frozen Chinese 
assets" in the pages which follow. 



4 For example an interdepartmental conclusion was reached among the Army, Navy, Air 
Force and State Departments on October- J 2^1949, JthatTaiwan would Jb« under ^mmunist con- 
trol by the^nd^f J95D. "Military Situation in the Far East: Hearings before the Senate Commit- 
tee on Armed Services a_nd the Senate Committee on Foreign Relations," 82d Cong^-Ist5er-3. 
1770-7 i (1951). At a conference sponsored by the State ( Department in October 1M9, the consen- 
sus of the empaneled China experts* businessmen, and missionaries w^ 

People's. Republic of China. "Transcript of Roundtable Discussions on American Pol icy /Toward 
China, held in the Department of State, October 6, 7 arid 8, 1949,' in 'Institute-of Pacific Rela- 
tions- Hearings before the Subcommittee of the Senate Committee on the Judiciary to investi- 
gate the Adriiiriistration Of the Internal Security Act and Other Internal Security Laws, 82d 
Cong., 1st Sess. 1551-1682(1952). - - -- - : - - 

*On January 5, 1950. President Truman stated that "the United States will not provide mili- 
tary aid or advice to the Chinese forces in Formosa." XXIII Dep't State Bull, at 46 (July 10, 
19f>G); A week Jater^ Secretary of State Dean Acheson, in a speech before the National^Press 
Club defined the U.S. defense perimeter in the Pacific, exc: .ing both Taiwan and South Korea. 
XXH Dep't State Bull, at 115-16 (January 23j-19Sfit _ 

"See discussibh iri Spariler, "The Truman-MacArthur Controversy, at 114-27 (1959). - 

7 Pres. Proc. No. 2914, 3 C.F.R 99 (Comp. 1949-1953), 50 U.S.C. App. Notes prec. section I 
( 1970) ~ ~~ 

" Foreign Assets Control Regulations, 31 CF.R. Part 500 (1980). 

g 31 C;F:R: sections 500.201 (a) and (b) (1980). 

IOId 

1 1 31 C.F.R section 500.201 (Schedule) (1979). 
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The frozen Chinese assets were first surveyed by the Treasury 
early in 1951, yielding a reported total of $105.4 million. 12 In subse- 
quent years, some assets were unblocked pursuant to licenses 
granted by the Treasury under the Regulations. Similarly, new 
assets were blocked as a result of enforcement actions taken by the 
Treasury. In addition, certain assets were subject to appreciation 
and depreciation, with the body of frozen Chinese assets experienc- 
ing a net appreciation bwr time. When the frozen Chinese assets 
were next surveyed, beginning in 1970, the total value reported as 
of July 31, 1972 was $76.5 million, 13 This was later updated with 
additional reports to a total of $80.5 million valued at July 1, 
1970. 14 No doubt there had also^ been appreciation, depreciation, 
unblockings and blockings since July, 1970, so that it is not advis- 
able to treat the $80.5 million figure as a fixed and in variably accu- 
rate total. It is, nevertheless, the best (and only) approximation of 
the value of the frozen Chinese assets available. 

The breakdown of the $76.5 million figure provides a general pic- 
ture of the basic composition of the asset pool. Looking at the types 
of assets held, we_se_e_t_hat_90 percent of the reported total consisted 
of either bank deposits ($53.2 million, 70 percent) or U.S. dollar se- 
curities ($15.5_ million, 20 percent). The remaining 10 percent con- 
sisted o r notes, drafts, and debts ($5.9 million, 8 percent) and all 
other types^ including non-dollar securities, estates, trusty. and in- 
surance annuities ($1.9 million, 2 percent). Looking at the catego- 
ries of owners of assets, we see that over half of the reported total 
was either owned Hy the PRC, including its governmental instru- 
mentalities ($20.2 million, 26 percent), or held through third coun- 
try banks ($23.6 million, 31 percent). The third country bank figure 
represented U.S. dollar accounts held by banks in the United 
States for foreign banks. In such cases, the foreign bank would 
have maintained dollar accounts in U.S. banks corresponding to ac- 
counts it maintained abroad in which the PRC or a PRC national 
had an interest. Another forty percent of the assets were split be- 
tween individual owners ($15.2 million, 20 percent) and business 
entities, mch as corporations, partnerships and unincorporated as- 
sociations (_£14._6_ million, 19 percent). Finally, it appears that 91 
percent of the assets reported ($69.5 million) were actually held by 
nineteen reporters, principally banks. 15 

These frozen Chinese assets remained blocked in a manner virtu- 
ally unchanged until the implementation of the claims settlement, 
just over twenty-nine years in all. It should be pointed out that the 
transaction controls had been substantially modified, however, 
when President Nixon announced a relaxation of controls on trade 
-with-the PRC in May, 1971, and Treasury and Commerce removed 
restrictions on current, non-strategic transactions with the PRC. 16 
This relaxation came as part of the overall improvement in Sino- 
United States relations— in the wake of ping-pong diplomacy and 



12 Department of the Treasury. 1970 Census of Blocked Chinese Assets in the United-States, 
at 8 (unpublished). 

» 3 Id., at 2. 

Solomoni-supra note 1 

18 Department of the Treasury, supra note 12 r at &r - - - 

>«3l C.F.R. sections 500.546 and 500.547 (1979). For a comprehensive review of Ihe blocked 
assets situation and the_possibilities_ for settlement. see Bay a r. "The Blocked Chinese Assets: 
Present Status and Future Disposition." 15 Va. J. Int'l L. 959-1008 (1975). 
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on the eve of NixoVs trip to China— paving the way for a partial 
resumption of United States-PRC trade relations. 

American Claims 

The U.S. freeze on Chinese assets and the trade embargo in late 
1950 did not pass unnoticed in China, Within a fortnight, the PRC 
government ordered all property of the American government and 
American enterprises placed under the "control" of local people's 
governments, and froze all private and mblic American deposits in 
China. 17 This marked the beginning of substantial loss of Ameri- 
can property in China by all groups which had been active in 
China— government, businesses, charities, missionaries, and other 
individuals. But it was not until nearly 16 years later that the U.S. 
government took steps to ascertain the extent of loss, a prerequi- 
site to seeking some means of compensation. 

Because this American loss of property in China was not unique 
in the annals of U.S. foreign relations, it is instructive to glance 
briefly at the framework which has been created by U.S. govern- 
ment actions in dealing with analogous property losses elsewhere. 
In the immediate post-war period, the governments of several East- 
ern European states had generally nationalized foreign-owned 
property. Funds of some of these countries were blocked in the U.S. 
by the U.S. government, and were subsequently used to provide 
partial compensation to Americans whose property bad been na- 
tionalized; Over time, most of these countries eventually reached 
claims settlements agreements with the US. government under 
which the foreign government agreed to provide additional funds to 
be distributed by jthe U.S. government to American claimants, 
These payments were accepted by the U.S. government in full arid 
final settlement of the claims of U.S. nationals specified in the par- 
ticular claims settlement agreement. 18 , 

After the conclusion of the first of these settlements, the first 
Yugoslav settlement, Congress passed the International Claims Set- 
tlement Act of 1949 (the Act) to enable the International Claims 
Commission in the Department of State to determine and certify 
nationalization claims under that settlement. 19 Congress also pro- 
vided continuing jurisdiction for the International Claims Commis- 
sion (replaced in 1954 by the Foreign Claims Settlement Commis- 
sion (the Commission), 20 an independent executive, agency) to re- 
ceive and render firiaL decisions on claims subsequently settled 
under en bloc settlements pursuant to bilateral government agree- 

>' "Government Administrative Council Issues Order for the Control of American Govern- 
ment and Private Property in China," NCN A- English, Peking (Dec. 1950), in 38 Survey of China 
Mainland Press, Dec. 28, 4550. at 1. ---- - ----- -- . L ---- , . - - 

• « Rumania, Bulgaria. Hungary, Poland, Italy and the Soviet Union have entered into claims 
settlement agreements with the U.S. For a brief review of these^settlements^nd related jpro, 
Sams see Foreign Claims Settlement Commission^ the United States, 197a Annual Report to 
the Congress, at 52-58; For discussioh^ot^rti^^ 

United Stales-Rumanian Claims Settlement Agreement of March j%\Q6Q, _-- 55 q Am. J. InU L. 
617 (1961); Lillich, "The United State^Bulganan Claims^Agreement of 1&63 % 5a Am. J. InU L, 
686 (1964); and Lillich, "The United States-Hungarian Claims Agreement of 1973, 69 Am. J. 

In ^The^nteV 9 n ? ftional Claims Settlement Act of 1949, Pub. L. No. 81-455, 64 Stat. 12 (codified at 

^iSi^^YM-m^So: 1 of 1954, 19 Fed. Reg. 3985 (1954). 68 Stat. 1279, set out as note 
foil. 22 U.SC 1622(1976); 
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ments, with the exception of claims against governments with 
which the United States had been in a state of war during World 
War II. 21 Subsequent titles were therefore added to the Act to pro- 
vide For liquidation and payment into separate claims funds in the 
Treasury of Bulgarian, Hungarian and Rumanian assets which had 
been blocked by the United States during World War II (Title 
II); 22 to provide for the adjudication and payment of claims 
against Italy, the Soviet Union, Burgaria, Hungary and Rumania 
(Title III); 23 and to provide for adjudication and payment- of cer- 
tain claims against Czechoslovokia through liquidation of Czech 
assets blocked iri_ the U.S. (Title IV). 24 

There had also been substantial U.S. property lost in Europe and 
the Far East as a consequence of World War II. These and similar 
war claims were adjudicated under Title II of the War Claims Act 
of 1948, also through the mechanism of the Commission. 25 In es- 
sence, this legislative scheme also had two stages: determination of 
the validity and amount of loss by the Commission; and proportion- 
al partial compensation for losses out of the War Claims Fund cre- 
a ted through liquid at i on of Germ an and Japa nese assets bloc ked 
and vested during the War. Variations on this scheme had been ap- 
plied in World War II and Korean conflict prisoner of war and ci- 
vilian internee programs,- which were funded by Congressional ap- 
propriations under Title I of the War Claims Act, and in similar 
programs added after the U.S:S: Pueblo incident and the conflict in 
Vietnam. Far more complicated in practice than this oversimplified 
summary may reveal, the War Claims programs were completed in 
the 1960 s, with others continuing to the present date. 26 

In these property loss programs, the Commission had generally 
been authorized to adjudicate claims after either an agreement had 
been reached with the foreign government or assets were available 
for liquidation by the U.S. government for payment of claims. In 
the_case of the claims against China and Cuba, however, no agree- 
ments had been reached , by the mid4960's, nor did agreements 
seem Jikely to be reached in the foreseeable future: Additionally, it 
was by no means clear that the substantial Chinese and Cuban 
assets frozen, in the United States could be liquidated and paid over 
to U.S. claimants under existing law. 27 Nonetheless, the concerns 
of Americans with claims against Cuba were real and pressing, and 
prompted Congress in 1964 to enact Title V to the Act to provide 
for another mechanism: pre-settlement adjudication. 28 Behind this 
new law lay the concern that evidence of and witnesses to the 
Cuban seizures were becoming increasingly unavailable, the real- 



a, 22 U.SC K:2:i(aMi97h) 

**Hub: t: No: 8-1-285, 69 Stat. 562 (codified at 22 U.S.C. 1631-1631 (p) (1976)). 

"Pub. L. Nq 84 r 285, 69 Stat. 570 (codified at 22 U.S.G. 1641-1641 (q) (1976)). 

24 Pub. L. No. 85-604, 72 Stat. 527 (codified at 22 U.S C. 1642-1642 (p) (1976)). 

2* The War Claims Act of 1948, 50 U.S.C. App. 2001 (1976). .... 

? fl Jjof_a nummary of^he various ^ programs autho_rized under the War Claims Act, see Foreign 
Claims Settlement Commission, supra note 18, at 9-12 and 50-52. ; r~ 

- 27 Doubts about the propriety of such a vesting led to the 1965 repeal of a provision in the 
Cuban Claims Act- (22 U:S,E. _1643j(b) (1964)) .providing for vesting and liquidation of ^ blocked 
Cuban assets. in the U.S. Pub>L. No. 89-262. 79 Stat. 988 (1965). See S. Rep. No. 701, 98th Cong., 

^z^b^L^No.' 88-666. 78 StatMllO (codified at 22 U.S-C, 1643-1643(1) (1976)).. Sec Redick. 
"The Jurisprudence of the Foreign Claims Settlement Commission: Chinese Claims," 67 Am. J. 
IntML. 728. 729(1973). x 
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ization that prospects lor settlement continued to be dim, and the 
judgment that it would be simpler for claimants to maintain -one 
certificate of -loss' from the Commission rather than reams of docu- 
ments and other evidence. 29 - - - _ 

With this Cuban program, finally established, Congress was per- 
suaded—by, among others, the controlling interests in what was to 
be the largest single claimant under the China Claims program, 
the Shanghai Power Company to add claims against China to 
Title V. Thus, on November G, 1900, Congress authorized the pom- 
mission to "receive and determine . . , the amount and validity of 
claims by nationals of the United States against . . . the Chinese 
Communist regime, arising since . . . October 1, 1949, ....for 
losses resulting from the nationalization, expropriation, interven- 
tion or other taking of, or special measures directed against proper- 
ty including any rights or interests therein owned wholly or par- 
tially, directly or indirectly, at the time by nationals of the United 
States." :il The Commission issued its notice of the China Claims 
Program in January, 19G8, :12 and provided the maximum 18-month 
claims filing period allowed by the Act. As required by law, the 
Commission completed its determinations and certifications of 
losses of property in China by July, 1972. 33 

Before analyzing the composition of the 378 awards (technically 
referred to as "certifications of loss") made by the Commission, 
some of the restrictions on the eligibility of claims under the China 
Claims Program should be pointed out. First, only claims for losses 
arising between October 1, 1949 and November 6, 1966 were consid- 
ered. Because the clajms were against actions by the Chinese Com- 
munist regime as a government, losses incurred prior to its estab- 
lishment in 1949 could not be included; because Congress author- 
ized the Commission to hear claims on November 6, 1966, the Com- 
mission took that date as the cut-off date for the China Claims Pro- 
gram. Second,- the Act only permitted 'consideration of claims for 
losses of property owned by American nationals on the date of 
taking, and then only to the extent that the claim had been held 
by a U.S. national continuously until the date of filing with the 
Commission. 34 Third, individual claims based on ownership of cor- 
porations and other legal entities, such as stockholders 1 or share- 
holders' claims, could not be considered at all for lossesancurred by 
U.S. corporations or other entities. The corporate entity itself 
would have to file a claim. The statutory test for corporate nation- 
ality was that the entity be organized under U.S. law and^that J50 
percent or more of the beneficial ownership rest with U.S. citi* 
zens. 3r ' Individuals* claims based on ownership interest in corpora- 
tions or other legal entities not meeting this statutory test could 



2»S. Rep. No. 1521, HHth Con**., 2d Sess. H (1964). - , . ~ 

■=»» Claims of Nationals of the United States Against the Chinese Communist Retfime. Hearings 

on S. :i()7'>, HDth Cong., 2d Sess. 14 ilUfiGK {Statement of Kenneth B. Spr.igue, Vice-President. 

American and Foreign Power. Inc.) u'Ania, \ nmru 

3 > PQ5:_t, N.CL 89-7 BO,. HO Stat. lMf> (codified at 22 U.S.C. lM.iWa) ( l f J7h)). . 

^^Fore!gn1:&ims Settlement Commission of the United Staves, 1072 Annual Report to the 
Congress; fit 41.7: I 

34 22 U.S.C. 164:3da)U97G). 

35 22 U.S.C. 164H(aXlKB) (107o). 
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only be considered in proportion to the individual American's in- 
terests: 3 ^ 

Within these statutory constraints, the Commission considered a 
total of 579 claims, and issued 378 awards and 198 denials. Three 
claims were withdrawn. The 378 awards wore certified to the State 
Department, and ta some 443 claimants holding 378 claims for a 
total of $196,861,841. 87 Three hundred sixty individual claimants 
were issued awards totalling $14,457,723; 34 claimants in the reli- 
gious and other nonprofit organizations category were issued 
awards totalling $58,266,394; 43 corporate claimants were issued 
awards totalling $122,743,554; and 6 claimants for other business 
entities were issued awards totalling $1,394,170. Nineteen of these 
awards were over $1 million each, eight for business corporations, 
ten for religious and other nonprofit entities, and one for an indi- 
vidual. 38 

The China Claims Program authorised under the Act did not pro- 
vide for payment of the claims on which awards had been made. 
What was provided was an authoritative figure for pre-1966 losses 
($196.9 million) which could be used by the U.S. government when 
it was prepared to negotiate a settlement with the PRC for the 
$80.5 million in frozen Chinese assets. 

The Settlement 

While Sino-U.S. political confrontation in the late 1940s and 
early 1950s created the claims/assets problems, Smo-U^SL economic 
cooperation of the 1970s necessitated its solution. The effect of this 
problem on blossoming Sino-United States trade after 1971 can be 
traced to the interrelationship between American claims and the 
frozen Chinese assets. So long as American claimants remained un- 
compensated for their losses in China at the hands of the Chinese 
government, there remained the possibility that they would seek to 
attach Chinese government assets in the United States to satisfy 
their claims, even after the Regulations were amended in 1971 so 
that the PRC was no longer generally prohibited from entering 
into transactions in the United States: PRC government assets 
used for diplomatic and noncommercial purposes were likely to be 
protected from attachment, in any case, by the doctrine of sover- 
eign immunity. 39 Though the likelihood of attachment of PRC com- 
mercial assets may have been reduced by the passage of the For- 
eign. Sovereign Immunities Act of 1976, 40 which specified the 
extent to which commercial assets were reachable by U.S. claim- 
ants, the possibility of attachment remained, and with it, the PRC 
fear of harassment. There was also concern that the frozen Chinese 
assets themselves might, if unfrozen, be subject to similar attach- 
ment. 41 Thus, it became apparent that any true notroalization of 

30 22 U.S.C. 1643d (1976). 

37 Foreign Claims Settlement Commission, supra note 18, at 71. Interest from date of loss to 
date of settlements Bpercentper a^um_waa_aJso__a\*arded. _ . ........ 

- a " Foreign Claims Settlement Commission, Summary of the China Claims Program (June 4, 
1979). 

__ "-See, ejf., discussion in Steiner-*8c-Vagts; ' 'Transnational legal Prohlerns 646-672 (Second 
Ed. 1976): nieauestiQn could have_been complicated by U.S. non-recognition of the PRC. 

«° Pub. L. No. 94-583, 90 Stat. 2891 (codified at 28 U.S.C. 1602-1611 (1976)). See particularly 28 
U.S.G. l605(aX3). 

41 See Bayar, supra note 16, at 1000: 
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Si no-United StutUH trade would require the settlement of the 
claims /assets issue, _ _ _ - -- - . 

The U.S. side was faced with two concerns in finding a solution 
that would achieve, reason able satisfaction of U;S; claimants: level 
of recovery and form of settlement. As for the level of recovery, 
previous, settlements of nationalization claims against Eastern Eu- 
ropean nations had recovered less than 100 cents for each dollar 
lost, ranging from 36 cents with- Hungary on up to over 90 cents in 
the first Yugoslav settlement: The 1933 Litvinov Assignment with 
the Soviet Union yielded 12 cents on the dollar— after more than 
twenty years of litigation at that. 42 While an agreement in princi- 
ple with China which was rumored to have been reached in 1973 
would likely have been in the 40 cents on the dollar range, 43 Con- 
gress had in 1975 signified its dissatisfaction with a Czechosio- 
vakian claims settlement in the same range. 44 

As for form of settlement, the proposed 1973 settlement would 
have been on a mutual assignment basis. Under a mutual assign- 
ment, such as the Litvinov Assignment, the United States would 
have assigried to the PRC all the interests of U S. nationals in 
property which had been taken in China. The PRC would have as- 
signed to the U.S. all PRC interests in blocked property in the 
United States. The PRC would have had to satisfy the claims of its 
nationals for the loss of blocked property in the United States out 
of property assigned to it in China. The United States would have 
had to satisfy the claims of its ■ nationals for loss of property in 
China out of the PRC interest in blocked property assigned to the 
United States. Theoretically, that would have yielded roughly 41 
cents on the dollar. ; __ ... 

In practice, however, collection of that 41 cents would surely 
have proved elusive. The United States could have received title to 
the blocked property only as good as that of its assignor, the PRC. 
Yet, as noted above, these assets 'were blocked under the Regula- 
tions not because of PRC or PRC national ownership, but rather 
because of the existence of a PRC interest of any nature whatso- 
ever, direct or indirect, in the property. There was no guarantee of 
the__strength of PRC title to the assets. For example, individuals 
might have left the mainland, but failed to claim their assets in 
the United States after their departure, or third country nationals 
might have owned property that was in fact blocked because of a 
PRC interest. As as result, the United States would more than 
likely have found itself in protracted litigation over title to the 
assets, as it did under the fcitvinov Assignment. AdditidjaaJlyAih 
the Litvinov settlement.it had been possible to rely, in litigation, 
on official Russian decrees which had previously nationalized the 
property at issue. 45 No similar decrees were known to be available 
in the Chinese situation, and the absence of official action, com- 
bined with probable factual uncertainties, could have made proof of 

Solomon, suprn nolo \. The Litvinov Assignment is found as Exchange of plterS between 
Soviet Commissar for Foreign Affairs Litvinov and President Roosevelt, Nov. 16. 1933 in Dept 
of State, Establishment of DiDlbmatic Relations with the Union of Soviet Socialist Republics 
. (EasLEuropean Series ^°^^g "3>^.^ j 

**Trade-Acf of 19^, 'Section 408,° Pub: L. No: 93-618, 88 Stat. 1978 (codified at 19 U.S.C. 
2438(a) (1976)). __ . _ 

«*See U.S. v. Pink, 315 U.S. 203, 210-11 (1942). 
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ownership extremely difficult. Such an assignment, then, could 
well have yielded the U.S. government less than $30 million for 
actual distribution to United States claimants. 46 

Unlike the Litvinov Assignment, the settlements with the East- 
ern European nations had typically involved both a cash payment 
by the foreign government and the liquidation of blocked assets in 
the_ United States which had been vested by the U:S: government, 
under specific legislation. The China legislation did not provide for 
vesting of the blocked assets, and it was hot clear that the option of 
vesting Jjjider other legislation was available in the China situa- 
tion. 47 Thus, the combination of vesting and liquidation with a 
cash payment did not appear to be satisfactory either 

The Chinese side was concerned with return of the frozen assets 
to rightful owners. The mutual assignment proposal posed a prob- 
lem in this regard. The PRC would have needed to know which 
assets had been recovered by the United States in order that some 
compensation be made to PRC nationals whose property in the 
United States would ha^ been taken "under assignment. Because 
the U.S. government stood^by its position of maintaining the confi- 
dentiality of its information about the ownership of specific assets, 
the PRC would then have faced difficulty in ascertaining the valid- 
ity of its nationals' claims. 48 

The Agreement Concerning the Settlement of Claims between 
the United States and the People's Republic of China of May 11, 
1979 49 (the Agreement) as concluded took account of these and 
other difficulties which had plagued both sides. The PRC agreed to 
pay $80.5 million to the U.S. government, $30 million on October 1, 
1979, and the balance of $50.5 million in five equal annual install- 
ments of $10.1 million each, beginning on October 1, 1980. The U.S. 
agreed to unblock the frozen Chinese assets by October 1, 1979, al- 
though the two sides thereafter exchanged notes on September 28, 
1979, extending the date to January 31, 1980. These mutual under- 
takings were accepted by the _two_ sides in satisfaction of the claims 
of U.S. nationals against the PRC for the taking of property by the 
PRC between October 1, 1949 and May 11, 1979 (the effective date 
of the Agreement) and of the claims of the PRC and its nationals 
arising from the blocking of assets between December 17, 1950 and 
May 11, 1979. Thus, the United States was assured of receiving 
$80.5 million for distribution to claimants, while the PRC itself 
would be in a position to recover PRC assets in the United States. 
With the claims settled, trade between the two sides could proceed 



4B MundIieim. "Claims' Assets Agreement with PRC: What It Means. How It Was Negotiated," 

in Business America, July 16. 1979; at .7, c . 

_ 47 Doubt had been cast on the viability of a possible peacetime vesting, as would bave been 
the case here, by dicta in -the 45ardino case. Sordino v. Federal Reserve Bdnk r 361 E:2d 106^111 
(2d. Cir.i, cert denied, 385 U:S: 898 U966)^ Moreover, given the broad definition of "interest* 
Used, in _the _ Regulations* it could have bee n admi nistrat i ye 1 y co mp] [ex to select ou t t he non- 
enemy interests not properly subject to vesting. Finally, when the Trading with the Enemy Act. 
which had formed the basis for the Regulations, was r^Iaced^y.fheIhferria£ionid.£eQnomic 
Emergency Powers Act, curxerrtly-exercised-^^ U.S.C. 1706 (1 976). 

Whether vesting authority which had not been exercised with respect to Chinese assets could 
have been extended is unclear. IE EPA itself does not provide vesting authority. 

4 * Mundheim, supra note 46. at 7-8. . ~ - - , _ 

« 9 ACTeernent Concerning Settlement of Claims, May 11, 1979, United States- Peopl e s Repub- 
lic of China, T.I.A.S. 9306. 
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to develop, ui. Jiipored by the threat of attachment by unsatisfied 
claimants. — — - 



For its £art, the U.S. had four main responsibilities- to fulfill. 
First, in Article 1Kb) of the Agreement, the U.S. agreed to notify 
holders of blocked assets (which the records of the U.& indicated 
were held in the name of residents of the PRC) of the PRC govern- 
ment request that assets of the PRC not be transferred or with- 
drawn without PRC consent. That notification was made in July, 
1979. At the same time, the U.S. government undertook to assist 
the PRC in its recovery 0 f those assets by channeling information 
from holders of those assets to the PRC, to the extent possible com 
sistent with U.S. policy on grbtecting the confidentiality of infor-i 
mation. 50 



Second, the United States needed to ascertain the full extent of ( 
clairns of U.S. nationals settled by the Agreement. The previous 
figure of $196,9 million, discussed above, only represented awards 
made in the China Claims Program, which covered losses-incurred 
between October 1, 1949 and November 6, 1966. Claims for losses 
arising between November 6, 1966 and May 11, 1979 remained to 
be determined. As a practical matter, J;he absence of extensive U-Sw 
owned property in the PRC during the period made it unlikely that/ 
substantial awards, if any, would Jbe made. .by the Commission. 
After the Agreement was signed in May, 1979, the Commission an- 
nounced a new filing period for post-1966 claims, from' June 1 
through August 31, 1979, to be carried out under the* basic authori- 
ty of Title I of the Act_referred td abbve^ 51 The Commission com- 
pleted its work on the post-1966 claims on July 31, 1981A 2 . A total 
of 82 claims were filed, on which the Commission issued 3 awards 
totaling $176,4S5. 53 - - 

Third, the U.S. was responsible for distribution to U.S. claimants 
of the payments made by the PRC. The first $30 million was re- 
cei ed on October 1, 1979, as scheduled, and Treasury's Bureau of 
Government Financial Operations shortly thereafter began the 
process of making payments to claimants whose claims hack been 
certified to Treasury by the Commission, in accordance with the 
Act. Title I of the Act requires that five percent of the payment 
made to the U.S. be paid into Treasury's miscellaneous receipts as 
reimbursement for U.S. government administrative expenses. 54 
Then, persons with awards of $1,000 or less receive the full value of 
their awards. Persons with awards of over $1,000 receive $1,000 
plus a pro rata share of the funds which then remain. Interest can 
be paid on the claims only, if the principal on all awards has been 
paid. 5 * Since the amount available for distribution is substantially 

50 Letter frdrii SfartJey Sommerfield, Dir«:U)r,_Ofrice of Foreign Assets Control. Department of 
the Treasury. U> holders of blocked Chinese aseta (July 13, r 1979). - - 

51 44 Fed. Reg. 31711 (1979). For a brief description of the progn.m. see Foreign Claims C*ttl' 
ment Commisssion, supra note 18. at 34-38. 

"Id. 

" Foreign Claims Settlement Commission files. 
*« 22 U.S.C. 1626(bX2) (1976). 
15 22 U.S:C. 1627(e) (1976): 
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less then the total principal amount, no interest will be paid on the 
claims. . . . 

After distribution of the first $30 million had already begun, leg- 
islation was passed by Congress to alter this distribution formula. 56 
Awards to business entities which had previously reduced their fed- 
eral tax liability by taking deductions fc$ the loss of claimed prop- 
erty in China will be reduced by the amount of such federal t^x 
benefit, as defined in the law.. Payments on the Jtmsis of such, re- 
duced awards will be correspondingly reduced. All such reductions 
in payment will then be aggregated and distributed on a pro rata 
basis to claimants which were nonprofit or charitable organizations 
on the date of the taking of the property. The law was passed by 
Congress on October 1, 1980, 57 the same day that the PRC check 
for the second installment of\$10.1 million was received by the 
Treasury. Thus, distribution of the first $30 million to business 
entity and charitable claimants was not affected by the change in 
formula, but, the distribution of all other installments ($50.5 mil- 
lion) will be. 58 However, it must be borne in mind that given the 
many ways in which the federal tax benefit, as defined, could have 
accrued to another entity, such as a parent company, it. may well 
be that very few business entity claimants will in fact have their 
payments reduced. _ * 

Fourth, the U.S. was required to unblock the frozen Chinese 
assets. The October 1 date (the thirtieth anniversary of the found- 
ing of the PRC and the start of the U.S. government's fiscal year) 
was postponed on the eve of unblocking to "facilitate the orderly 
distribution of the assets after unblocking:" 59 Presumably, this 
was to help both the PRC government in its preparations for claim- 
ing the assets and the American holders in preparing to turn them 
over to their rightful owners. On January 31, 1980, the new date 
chosen, the blocking of the assets was ended, with one exception. 60 
Holders of blocked assets were prohibited from turning the assets 
over to state governments as abandoned property until January 31, 
1982. Several states had previously been licensed by Treasury to 
take custody of blocked assets under operation of state abandoned 
or unclaimed property laws. 61 The two-year moratorium prevented 
such transfers until its expiration, assisting the owners of the 
"frozen .Chinese assets, in tracing them to their original holders, 
rather than through the states. 

As for the PRC, it is responsible, first, for making the payments 
to the U.S. government for distribution to claimants, which it has 
done thus far in a timely manner. Second, the PRC bears the 
burden of recovering as much as posssibie from the now-unblocked 
assets. In that regard, the PRC State Council issued a decree on 

"Pub. Lite. 96-445. 94 Stat. 1891 (to be codified at-22 U.S.C. 1627JH (Oct. 13. 1980)); 

"The House passed H.R. 6440 on September 30, 1980. 126 Cong. Rec. Hl0l32 (Sept. 30. 1980). 
The ^nate passed H.R. 6440 on October _t^80.126.Cong. Rec. S14035 (Oct. 1. 1980). 

*"Pub. L. No. 96-445. 94 Stat. 1891 (Subsection (fX2Xa)). ..... - 

Department of .the Treasury, PrefflJWeow • ': T 1 S easu J> ^ Announces Postponement of Date 
for Unblocking of-Chinese Assets." Sept. 28, 1979. 44 Fed. Reg. 56434 (1979). 

eo 45 Fed. Reg. 722*1(1980). . m ... " 

«i For ejcampl^he^t^of New York held over $2 million in frozen^Chinese assets as aban- 
doned property. Letter from N.Y. State Controller Edward Regan, at N;Y; Times, Sept. 24, 1979, 
atl«, col. 6. ' 

3u J • 
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September 9, 1979," 2 authorizing the Bank of China to act on 
behalf of government offices, state enterprises, public agencies in- 
clusive of corporate bodies, educational institutions, et al., whose 
assets were blocked by the U.S. government, in recovering or with- 
drawing those assets ffom the American holders: The decree also 
prohibited organizations and individuals from withdrawing, trans- 
ferring or selling blocked_assets without the consent of the Bank jof 
China. The Bank of China was authorized to make payments to the 
parties concerned in such_cas_es jh accordance with relevant gov- 
ernment regulations. For payments still being made, such regula- 
tions are likely to include the 1981 Foreign Exchange Control Reg- 
ulations. 63 Generally, a Bank of China announcement, in Septem- 
ber 1979^ stated. that_ after recovery of individuals' assets by the 
Bank of China,, the value would ba returned to the owners: up to 
ten percent in foreign currency, with the benefits of remittances 
from abroad to apply to renminbi balance, 6 * _ s 

What effect this decree has had arid will have on the distribution 
of the assets now that they are unblocked is not entirely clear. 
First, the Bank of Chma_ would still need to demonstrate title to 
assets to reclaim them from American holders^ eyen though the 
Bank's authority to represent PRC owners4s-Containedin the btate 
Council decree. Secondly, as a matter of PRC law, PRC organiza- 
tions and individuals are not authorized to seek to recover the un- 
blocked property-in the United States without the l consent of the 
Bank of China. Whether IMS; holders .will apply that PRC law to 
the claims made for assets held in the United States—and whether 
US. courts would require them to apply PRC law in any litigation 
that might ensue— will surely depend on the circumstances of own- 
ership of the particular jassets in question, as wett as on the rele- 
vant legal doctrines. Intriguing, too, is the question of whether the 
PRC will stray from its characteristic reluctance to litigate, and^gQ 
to court to enforce its rights to some of the assets if competing 
claimants choose litigation over negotiation. 65 -_- 

The question of the PRC's inclination to litigate may play a role 
in anothor area as well. In its July, 1R79 notification to h oldeTS^th| 
US. government transmitted a second message from the FKU mat 
the government of the PRC "requested that the question of interest 
payments on blocked assets in non-interest bearing accounts prior 
to March 2, 1979 be settled through direct negotiations i be_tween_ the 
Bank of China and the institutions holding such accounts. 66 This 
question nad previously been left open by Treasury s amendment 
to the Regulations on March 2, 1979, which required that blocked 
assets be maintained in interest-bearing accounts, without affecting 
interest prior to that date. 67 Indeed, there was concern on the part 

82 State Council (People's Republic of China), Decree [Concerning Implementation of the •. 
Agrefment fetween thSfwoptel Republic of Ghtoa and the United States of America on the . 

Regulations for Exchange Control. 

promulgated Dec. 18, 1980, effective Mar. X I98L . 

«« Announcement of Bank of China, Xinhua, Beying, Sept. 9, 1979 

••AffittlSmBnt of lone-standing litigation between the Shanghai Power Company And certain 
of iU r^SfenSd ^s^kho^ri and lebeSture holders, ma^y of w!iom ore PRC r ^%^^T 

way in Delaware Court K^Hni Pnu„r r^nany ^^^ n ^^^^^^ 

eery Uourt, New CaH ll ^ County), C laims haVe beert liled by or oh behalf of PRC residents. 

" f$^ e ^ d in^n°7^a979). codified at 31 C.F.R. section 500.205 (1981). 
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of certain U.S. holders that Federal Reserve Regulation Q would in 
fact prohibit the payment . of interest on blocked accounts prior to 
March 2, 1979. However, the General Counsel of the Board of Gov- 
ernors of the Federal Reserve System has taken the view that the 
Board could approve the payment of interest on these blocked ac- 
counts prior to March 2, 1979: 68 Payment could be approved where 
the payment was required by a court judgment; where the payment 
was made iq^^utfidance of litigation, as a settlement found reason- 
able in light of all factors by the holder's legal counsel; and where 
future banking services were provided at a reduced fate in the 
future. Thus, the PRC may at least need to consider litigation in 
order to receive payments of back interest on blocked accounts to 
which the Federal Reserve's Regulation Q would -apply. - 

In the 3 years since the settlement was concluded, Sino-Ameri- 
can economic relations have indeed progressed, as documented else- 
where in these volumes. The resolution of the claims/assets prob- 
lem was by all accounts a prerequisite for that progress, and while 
the implementation process continues—the last PRC payment is 
not due until October 1, 1984— the l settlement L itself is primarily of 
historical significance. The PRC had not previously entered into 
private claims settlements, although government-related claims 
had been settled by the PRC in isolated instances. 69 The form of 
settlement, moreover, was without precise precedent in the volumi- 
nous history of U.S. claims settlemerits. Overall, the United States- 
China claims settlement met its goals in a unique way, and if 
traces _of _d Jscon t eh t with i ts part iculars can be found among Ameri- 
can claimants or Chinese bureaucrats, perhaps that is testimony to 
the balance of political compromise which the settlement repre- 
sents: 



. 8H Letter from Federal Reserve General Counsel taChief Counsel, Office of Foreign Assets 
Control, U.S. Department or Treasury. (December 21, 1979). 

nv As of 1970, it had been reported that the PRC had not "entered into any agreements to 
compensate foreign _ nationals for appropriation, of property after 1949 , M _Lubman, "Trade . Be- 
tween the United, States and the People's Republic of China^^in 8 L^w and Policy in.Int'l Bus. 
h 31 (1976). The PRC did compensate the government of Canada for losses based on a 1946 bank 
loan guaranteed by the Canadian government and for losses- of certain official property in 
China. Copithorne, "The Settlement of International Claims Between Canada and China: A 
Sfatus Report," in 48 Pacific Affairs 230 (1975). The governments of. Greal_Bntain and_the PRC 
were reported in 1981 to be considering a claims settlement. Financial Times, Jan 6, 1981. 




U.S. FIRMS IN THE PRC TRADE 
(THE SWEET AND SOUR CHINA MARKET) 

By Henry J. Groeri 

I: Introduction 

The China market, a place for U.S. companies to buy and sell 
goods and services, has historically held a promise ofJortune. As 
relative late comers to the market place of _. New China , U.b. 
firms still sense the old_ promise,, but for many, initial high hopes 
have moderated: During the early 1970's, after the 21-year trade 
embargo was lifted, newly; gained access to, a quarter of humanity 
enticed U.S. company executives en masse to draw up plans for 
capturing just a small percentage of the Chma market, which ap- 
peared vast from the viewpoint of a single company,, 
_ At present, there is hot a very big pie for so many eager U.b, 
firms to share. While some American companies .have fair^ well 
in China a few very well, most have not. Substantial gains for the 
majority: of U.S. companies in China will be made, in tne longer 
term The economic constraints on a rapid, across-th^-board plan 
for development, like the Four Modernizations, have been classical- 
ly illustrated in China in the past 3 years. Thorsh foreign equip- 
ment purchases may be financed by foreign Joans, sometimes at 
give away interest rates,, the country cannot afford internally the 
concomitant building and shoring up of the infrastructure to make 
effective use of ah_ unrelenting inflow of capital goods. Add to this 
situation the desire of the government to improve personal con- 
sumption, as China has done, and the country quickly has too 
much money chasing too few goods— inflation. , 

While many countries are willing to finance development with 
inflation, China is not. A jump to double digit inflation from stable 
prices 3 years ago was a shock, resulting in the present policy of 
Readjustment. Realigned priorities in economic policy now exclude 
many projects that were being negotiated by U.S. companies when 
the crunch came. Readjustment in the arena of foreign trade 
means that selling to China, while never easx_m the pasV mil tor 
the next two or three years be even tougher. The highly public con- 
tract cancellations and heavy industrial withdrawal has hurt 
China's credibility as an important trading partner with the West, 
yet even with the bad press, the potential of the China market is 
still respected by U.S. firms. - - - - - 

Now that U.S. company executives have had time to assess the 
effects of Readjustment on their businesses, I have attempted to 
find out their collective opinion of the China market through a 
mail survey, the results of which are presented and analyzed in 
this paper. Section II lists the questions and answers of the survey 
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with brief explanations where necessary. Section HI examines the 
relationship between some of the survey answers in the context of 
selling, to China. Section IV discusses buying from China, The role 
of intermediaries or trading companies is discussed in Section V, 
Followed by Section VI, Conclusions. 



II, Opinion Survey of U.S. Companies Doing Business in China 

The quest i on n a i re used in this s u r ve£ was d es ign e d to probe 
-comrnun~gfound, since companies in the sample population are of 
diverse ^ activities and size. Anonym was insured to evoke candid 
answers: To maximize the number of responses the survey was lim- 
ited to one page and made easy to fill' out. I received 65 completed 
questionnaires from an original mailing of 125. The sample popula- 
tion consists of America's largest industrial corporations, banks, 
and retail e rs doing bus i ness i n_C hi n a. Nea rly al 1 the in d us trial co r- 
porations are listed in the Fortune 500. I sent letters to the chief 
executive officer (CEO) of each company since the survey deals di- 
rectly with the decision process,- therefore the person actually re- 
sponding to the questionnaire, if not the CEO, would be someone 
answering for him: 1 .. 

The survey questions are listed below with the percentage of re- 
spondents to the right of each answer they chose. Some of the ques- 
tions are annotated in this paper. 

1. When did you first make business contact with China? (Circle 
one) 

... Percent 

A. or before 27.7 

B. 1973-74 24.6 

C. 1975-715 » 10.7 

D. 1977-78 18.5 

E. 1979-80....: 18.5 

The U.S. embargo on trade with China was relaxed in May of 
1971. 

2. You are involved in: (Circle applicable) 

— — - Percent 

A. Exports to China 78.5 

B. Imports From China 44.6 

C. Compensation^ Trade 16.9 

D. Joint Venture : 16.9 

E. Services in China 16.9 

Percentages do not round to iO0, because categories are not mu- 
tually exclusive. x 

3. Your signed contracts with China are worth: (Circle one) 

Percent 

A. None signed,.... 31.1 

B. Under $500,000 i '. 6.6 

C. $500,000 to $1,000,000 1.6 

D. $1,000,000 to $5,000,000 ; 23.0 

E. $5,000,000 to $10,000,000 : 6.6 

F. More 31.1 



1 The author expresses much appreciation to the corporations that took time to respond to the 
survey- It is hoped they will benefit from analysis of the cumulative information. 
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It is important to distinguish between companies actually doing 
business and thosel&l j*eli^ contract 
is smaller than amounts discussed in preliminary phases. . -- - 

4. So Tar, would a cost-benefit analysis of your activity in China: 
(Circle brie in each pair) 

Show disappointing results? *46 4 

A. Yes , - 53^ 

Compare favorably to other new markets? ^ ? 

tS-zzzz: zzzzz^^^^^=zzzz 39:3 

Suggest it's time to cut back efforts? ^ g 

A. Yes • v"""::""::"":":::":"""":":'' 097 

B. No 82 7 

Indicate business is good? Q1 9 

a- ^ tl 

B. No ................ 

5. Irrespective of costs, your hopes for a substantial slice of the 
"China Market" are: (Circle one) 

Percent 

3 2 

A. Very high :....:::.::::::::::. ::?.»: ; - 36 : 5 

B. High .........r • 36 5 

C. Not as high as before y . 7 23'g 

g- l° w • - : : ;Z!ZZ"!Z! o.o 

E. Dead • • ; : ' "" "11" __ 

This is an important question in evaluating motivation in China. 
An interesting correlation is tested in a later section using these 

answers. , . u 

6 In a country like China (non-market economy, language bar- 
rier, large-bureaucracy, etc.) trading companies provide a valuable 
service to U.S. firms. 

Percent 

« » ;:...:... 41.5 

A: Agree.,., : 27 7 

B; Disagree 

C: Don't know • •_• ••••• ; 

The subject of trading companies is broad and is only examined 
in this paper as an aid to solving some of the problems encountered 
bv U.S. companies while doing business in China. ..... 

7. You entered the China market based upon: (Circle one most 
appropriate) 

Percent 

- . - 4.7 

A. Gut reaction ..... v ..... :::::::::v:!!::"'.:::""""":" 434 

B. PeregnaLeyaluation 34 4 

C Internal company advice ....... ^2*5 

D: Careful study using outside experts .... •••••• _•_ 

8. Your expectations of a payback period from an investment in 
the China market are: (Circle one) 

Percent 

9.3 

A: 1 to 2 years 2 o 4 

B. 3 to 4 years ... 24.1 

C. 5 to 6 years :.......... ; ; 25 9 

D. 7 to 8 years::::....... • ; 20 3 

E. Longer ::::....:::..:.: .. 
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Taking midpoints and assuming E is 9 to 10 years, the mean ex- 
pected payback period is 6.25 years when weighed by the percent- 
ages of responses. ■_ 

9. China's honor of contractual obligations compared to other 
countries is: (Circle one) 

- . < Percent 

A. Superior ._. . ; 18.9 

B. About the same .'. 69.8 

C. Inferior U.3 

After the widely published contract cancellations during Read- 
justment, it is interesting to see how U.S. business executives view 
the Chinese on the critical issue of contracts. 

10. Please comment briefly about your satisfaction or dissatisfac- 
tion with the China market^ ^ 

A list of comments from many of America's largest companies is 
provided as an appendix to this paper. 



Ill: Selling to China 

As the survey indicates, most major American companies in 
China are there to sell. A powerful attraction for U.S. sellers of in- 
dustrial equipment sprung up very shortly after the embargo came 
off. Many thought of China as virgin territory,. even though JEur ope 
^nd L Japan i had been calling th^ No. 7 of the 

survey shows that the CEO has decided himself, in most cases with 
minimal outside expertise,; that the company was going into China. 
Early successes by some large industrial companies, like Kellogg 
and Boeing, as well as the major grain traders, undoubtedly con- 
tributed to a bandwagon effect. The desire to see China has prob- 
ably been a stronger influence than executives are likely to admit: 

Though growth in volume may be slow, evidence shows that the 
longer a company trades with China the better it does in total busu 
ness. As the Chinese are fond of saying, "We do not forget old 
friends." In Figure 1, regressing the amount of signed contracts on 
when the company started trading with China shows significant 
positive correlation. 2 



2 In this regression analysis arid" those that follow, it must be remembered that rankings of 
tiost_oCthe_variabIes are anl_y_6rdinaL In^addLtion^ th^taivkings oil the questionnaire's scales by 
OEOs are subjective judgments, Therefore,.. _trends.cannot.be measured with precision ^_even 
•though the formula for a line has -finite ^numbers attached to it. Numbers on X and Y axes cor- 
/respond to lettered answers of the questionnaire (A — 1, B = 2, etc.). Numbers of observations 
vary because some respondents avoided answering some questions. 
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Figure 1 
Aiiiount of Signed Contracts 
Depending Upon Yeii Entered China Market 



Contracts 
(Question 3) 



More 6 - 



10 5 - 



0.5-1.0 



3 - 



0.0-0.5 2 - 



None 
Signed 



1 - 



6 f 32 



.89 X 



I 2 3 4 5 
71-72 73-74 75-76 77-78 79-80 



Year Entered 
X (Question 1) 



Note: T - Statistic (-5.5) for slope of line i 
significant at 95% confidence level, 
r = -.63, 57 observations. 
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Companies complain about the waiting in China, but bri the aver- 
agF th^y"n W'seeW °P er l to this prob- 

lem. The slope of the regression line in Figure 2 does not test out 
|i^i|jcaritly different than zero, meaning that regardle^ of when 
a company from the sample went into China, the mean expected 
payback period is about six years. Expectations are rather widely 
disbursed, but no more. for new entrants than for old. Also indicat- 
ing patience with the China market are the third and fourth parts 
of question four of the survey. While 68.8 percent said t^at a cost 
benefit analysis would not indicate business is good, 82.7 percent 
said it was not yet time to cut back efforts. 
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Figure 2 

Expected Investment Payback Period 
Depending Upon Year Entered China Market 



Payback Period 
(Question 8) 



Longer 5 

7-8 yrs 4 • 

5-6 yrs 3 

3-4 yes 2 : 

1-2 yrs 1 - 



3.17 + .09 X 



Year Entered 
(Question 1) 



1 2 3 4 5 
71-72 73-74 75-76 77-78 79-80 

Note: T -'statistic (0.71) for coefficient of 
strongly indicates the slope is not 
significantly different from zero, 
r a .10, 53 observations. 
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The realities concerning the size of this _new-^arkeLxiow -appear — 
~much^"0ttW UKFna~r*as mjonumen- 

tal needs, but limited foreign exchange. At the same time the defi- 
ciencies of the economic infrastructure* .particularly transportation, 
constrain the growth of industry and therefore the amount of for- 
eign loans the country can absorb over a fixed period; American 
buMriessmen have found out that competition for major projects 
that are going forward can be very keen. For example, nearly 50 
oil companies presently seek to develop China's offshore oil re- 
serves: 

Getting the opportunity to bid on a project does not seem so spe- 
cial in the 1980s as it did in the 1970s. Large U.S. firms now realize 
their competitors are probably also talking * to the Chinese. In 
Figure 4, regressing the degree _bf _"hppe_ for a substantial slice of 
the ehina market" on when the firm got involved in China shows 
'no correlation. In 1981, U.S. companies just entering the Chiria 
market, on the average, have no higher or lower hopes for big 
volume business than those that have been in China since 1972. 
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gj^gure 3 
Hopes for Large Volume Business 
Depending Upon Year Entered China Market 



Degree of 'Hope 
(Question 5) 



(E) 5 - 

<D) 4 - 

<C) 3 

<B) 2 - 

(A) 1 - 



Y = 2.54 + .10 X 



, - ^ Year Entered 
~i 1 / (Question 1) 



71-72 73-74 75-76 77-78 79-80 

Note: T - Statistic (1.43) >:for coefficient of X 
strongly indicates the slope is not 
significantly different from zero, 
r = .18, 64 observations 
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Matching Ski .unci Efforts With PRC Economic Priorities 

China is now in a period of national economic readjustment: In Our ecOriorsic ac- 
tivities with foreign countries arid enterprises, we will pursue ah energetic arid pru- 
dent policy which will be beneficial to the readjustment Of Our national economy. 
Absorbing foreign furids. impbrting technology, arid running joint ventures must riot 
Overreach Our resources: They must be done progressively; contributing to correct- 
ing the disproportions iri Our Current hatiohifl economy and to strengthening jfa 
weak linksi 3 

— \ - - + - -- 

The quotation is a key to understanding where the opportunities 

now lie for U.S. firms in China. The "weak Jinks" are listed below 

in order of national priorities For the early 1980s. 

(1) . The exploration of energy sourqes of petroleum, coal, and 
electricity; 

(2) The construction of railways, ports, telecommunications, 
building materials, and the infrastructure in urban and- indus- 
trial zones; 

(3) The small and medium-sized projects, requiring small in- 
vestments but^ bringing quick economic results to help expand 
exports and increase foreign exchange earnings, such as in 
light, textile, chemical, metallurgical, machine building, elec- 
tronics industries and tourism; 

(4) Technical transformation of existing "enterprises; 

(5) Some ongoing projects to be deferred or stopped owing to 
a lack of funds. 4 

Energy and transport (1 and 2) have long been high on China's 
list of development priorities. U.S. companies are active in these 
areas and will continue. The most significant potential for new 
sales now lies iri the broad area described iri priority 3, almost to- 
tally aimed at the household consumer, Chinese and foreign. 

China will probably never become the mass market some f US 
manufacturers, such as toy or toba£5o companies would hope For. 
However, there are numerous light industrial manufacturing proc- 
esses which the US can assist through sales of licensing, equip- 
ment, and specialty items. Many raw materials, such as lumber, 
fibers, plastics, and leather can also be sold in increasing quantities 
to Chinese light industry. 

Import restrictions on mechanical and electrical products, a new 
barrier to foreign sales, are presently being called for to help keep 
foreign trade in balance, but more importantly to encourage do- 
mestic growth of light industry, which in contrast with heavy-in- 
dustry, prov ides more jobs and revenue with less capital input. The 
restrictions are to be directed mostly at consumer durables such as 
televisions, ta^e recorders, and cajcul^ ar_e_ on 

the list. The ubiquitous Japanese taxi has caught on in China as in 
most of Asia. Before .decentralization a restrictive. j)blicy_ such as 
this wcmid never have had to be debated in the press as it is now. 
Central planners would_ have iustcut out purchases. the > did riot 
want'to make, inroads to the domestic consumer market by Asian 
industrial countries have been remarkable in recerit_ years. As 
stated in the People's Daily, "In 1979 and 1980 the number of im~ 



3 Speech by Ji Chongwei, International Symposium on World Economy, jointly sponsored by 
Chinese Academy of Social Sciences and Stanford Research Institute International, March 23- 

'.2Bi Hangzhou. Reported in Beijing Review, April 20, 1981, p. 15. 

4 Ibid; 
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ported television sets topped the output of homemade sets by 9 per- 
cent." * The editorial advocated that no more motor vehicles or 
television sets-should be imported, admitting that inadequate arid 
poor quality Chinese products were to blame but also arguing for 
the protection of domestic industry. 

From watching: the news media, selling consumer-goods to China 
appears tougher than ever. However, visible signs of successful for- 
eign sales continue to appear. New air conditioned Japanese taxis 
have begun plying the streets of Peking for premium fares. Coca 
Cola, formerly sold only to foreigners, now is sold to Chinese, at 
two or three times the price of the local orange soda. 

Giving China a way to pay for foreign consumer goods, such as 
earning money from the foreigners in China; or jointly producing 
the product, as at the Coca Cola bottling plant in Peking; or paying 
through compensation trade now more than ever looks like the ap- 
proach to consider. The government wants to soak up some of the 
excess money in the country through sales of consumer goods, but 
at the same time wants to minimize the outflow of foreign ex- 
change to obtain the products. In the mail survey above, of the US 
companies exporting to China, over half are also importing, 

IV. Buying From China 

Petroleum, coal, and minerals have a bright outlook as future 
earners of foreign exchange, but prospects are long range, especial- 
ly with domestic demand for these resources growing. Traditional 
exports such as handicrafts and processed foods, will continue to be 
important, but significant growth is unlikely. Through Readjust- 
ment China sees a way, in the short term, to make gains in exports 
by broadening the manufacture of consumer durables. A good ex- 
ample of the potential is textiles, just one area of the consumer 
market which has experienced tremendous growth in demand by 
US buyers in a very short period, most coming since tcuilf.s were 
lowered with the granting of favored .nation tariff statu?. Light 
manufacturers have the added advantage of building in high value 
through labor, making economic use of raw materials.' 

In another People's Daily article, "Make an Effort to Increase 
the Export of Mechanical and Electrical Products"! the desires of 
every foreign buyer in China were put succinctly. "Factors which 

, determine increases in exports are mainly excellence in quality, 
suitability for sale and competitiveness in prices, as wellas^unctu- 
ality in goods delivery . . . M 6 American buyers have been tolerant 
of sharply increased prices of native Chinese handicrafts accompa- 
nied by slow delivery, because world demand is high, and there is 
nowhere else to go for th^genuine article. But growth in exports of 

^common consumer durables and daily Use items has been disap- 
pointing^ the Chinese, who know from having studied the eco- 
nomic miracle in Japan that western consumers, particularly .- 
Americans, have a lot of money to spend on such products. - 

"Quality, price, delivery" is L sjmple concept that is very difficult 
for a developing country to ingrain into the attitudes of its manu- 
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„ .;. _ „,(,„„ tWnv must make due with outdated, 

faclurers,. espec.a!!y wh<^ often uncertain sup, 

sometimes pnmjtive } faults a o ^bscribed transport system, all 
ot*h^ 0f US companies 

3 onlv half as many were in China to buy as were there to 
sell The proportion will change in favor of the buyers who wi 
' continue to switch to China from other Asian supphers, but it will 
take time. As manufacturing logistica problems are solved China s 
abundant supply of cheap labor should provide a competitive edge 
in many common consumer products for a long time to come: 

Quality 

Under the Four Modernizations China is _ J^ihi Jo\Jr^ise_the 
value of exportable manufactured goods, including consumer dura- 
bles, a category receiving increased .emphasis .since Readiustment 
• Foreign trade corporations are anxious to maintain a high level of 
.quality to build a good name for products made in China. It is an 
"admirable goal, but the country excludes itself, for the most part, 
from a sizable proportion of the US_ market_t_Kat dejnands cheapj 
low quality merchandise. At the same time, Chinese products 
cannot bring in* high prices that j)roducts "Mad !e.in__USA_ , _ or long 
established foreign manufacturers command because of name- 
brand appeal. Due to self imposed quality limits on the low end by 
China arid perceived quality limits on the high end by the US con- 
sumer, China can compete only in a narrow band in the middle. 
For example, Tianjin produces good stainless steel flatware, and 
cheaply, but it is too good to be priced with the low end flatware 
coming from Latin America (the type of knives and forks an all 
night diner doesn't miss when stolen), arid riot good enough to be 
priced with the excellent stainless flatware from Japan which is 
stillreasonably priced. ______ 

The most important quality consideration in China at present js 
hot a specific level, but that product quality remain consistent at 
the chosen level. Buyers sjmp^ly will not come i>ack if_lat_er .ship- 
merits of goods begin to decline in quality. Over-promising by trade 
co rpo rations as to quantity and delivery dates can lead to a decline 
in quality of product as small factories eschew previous high stand- 
ards, to meet an i .unreasonable ^ Buyers in China should know 
the capacity of the factory at which the goods are being made. 

Price 

Further complicating the problem of China entering the US 
market is the competition from other countries, particularly in 
Asia. To compete with Taiwan, Hong Kong, South Korea, or Singa- 
pore, China must provide the LSame quality product__at_ a_ substan- 
tially lower pries to entice buyers to switch from established sup- 
pliers.. A rain umbrella selling fox five dollars l retail jnK._Mart.may 
only ^arn the Chinese ten dollars a dozen deiivered to a US Port. 
Painful as it might be, China has to become accustomed to the fact 
that imported consumer goods rise in price three to five times or 
more from US port to retail stores. As wages increase in wealthier 
Asia, developing countries such as Pakistan, given the industrial 
ability, will cut labor costs mercilessly and ever wait in the wings 
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as China's iuturO competition tor the great American consumer 

market. ... . . ;.. .: ._ 

. Many items of light manufacture, ideal for China s level of tech- 
nology, are imported duty free into the US under the General 
System of Preferences of the US tarrif Schedules when manufac- 
tured by China's four main Asian competitors mentioned above. 
China enjoys no such tariff privileges, and therefore must hol<i 
prices down by an even wider margin to be able to compete: It is 
possible for China to enter with a better product at an equal price, 
but US buyers are mostly looking for lower prices. For example, 
tool exporters in Shanghai obtained an automobile floor jack made 
in Taiwan and had machinists in an airplane factory copy it. The 
Taiwan jack had a cheap appearance and even leaked a bit, but it 
sold to the US homeowner who didn't need industrial quality. The 
Chinese copy was made with aircraft hydraulics, would lift twice 
the weight, but it also had the homeowner-use appearance. It was 
something in between what a private individual needed and what a 
service station would need. The Chinese were unwilling to sell at 
the same price at which the Taiwan jack sold, and consequantly 
did not sell their jack, _______ 

The price problem for China is compounded because ot the limit- 
ed availability of certain materials in the country. Any product re- 
quiring a substantial proportion of wood or cow leather, for exam- 
ple, poses a set of supply problems more easily solved by neighbor- 
ing countries. Plastics in their many forms have enabled the world 
to produce cheaply items such as appliances, cookware, toys— the 
list is long— arid yet, in China plastic is still expensive. Chinas 
ability to make plastic objects bright and colorful, or simulate an- 
other material is still below other Asian countries' standards. 

Related to plastic is packaging, Many US buyers are still avoid- 
ing the China market because they cannot get the products shipped 
in a skin pack or blister pack to_ be hung on the myriad hooks 
lining the aisles of our retail stores. Coordinating several products, 
such as handtools, to be packaged with identical logos and colors 
thus completing a full program to be sold in a chain of US stores, 
when each item is made in a different factory sometimes provinces 
apart, can be daunting to say the least, especially when it can be 
done cheaply and quickly in a neighboring country. 

Delivery 

Prompt delivery should probably head the list of priorities for 
improving purchases by US firms. Because other Asian suppliers 
offer timely, reliable delivery schedules and have proven track re- 
cords, China has_ to sacrifice heavily in price to get the buyer to 
switch sources and risk later delivery, As_ it is now, the delivery 
dates to which, Chinese trade- corporations will agree are usually 
longer than can be gotten in Taiwan L for instance. Late delivery on 
seasonal items like woodstoves or - artificial Christmas trees can 
make losers of everybody in the US distribution network— import- 
er, distributor, dealer, retailer. -\ - 

Due to the bureaucratic nature of China's commercial sector, too 
often once the product leaves the factory the delivery problem be- 
comes someone else's, and though reorders depend upon timely de- 
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livery, the factory manager has Little or no control over the last 
YltaMeg Lof. the contract. A fact of life in China is that even if the 
commercial sector operated with perfect dispatch, the physical 
limits of the transportation system would make it seem slow and 
inefficient. Ail the transport links, road, rail, port, are usually 
strained to capacity. 

V. U.S. Trading Companies 

As diminutive and sometimes inept as US trading companies are, 
the response by America's largest industrial corporations concern- 
ing their ^effectiveness in China (Question _6)_was ^ mostly positive. Of 
the US firms expressing an opinion^ 50 percent more agree, than 
do not, that trading companies provide a useful service in China 

Most US companies, even the largest^ cannot justify an internal 
department devoted solely to China. The business volume is not 
there yet. During the rush to China some US firms spent lavishly 
with little promise of a payback. Maintaining an office in Peking 
and the people to support it becomes a financial burden as negotia- 
tions drag on for months into years. Following the disappointing 
American Technology exhibition in Peking in late 1980, the US 
Under Secretary of Commerce warned in a Wall Street Journal ar- 
ticle, 'The time a nd expense Required to l crack the ^ ChiM market 
could turn away American companies." indeed* subsequently large 
companies such as Bechtel and Caterpiller did reduce their pres- 
ence in China: 

We can compete more efficiently, and therefore more effectively, 
with Japan and Europe in China, particular ly-in selling manufac- 
tured goods and technology, by pooling efforts. Employing a trading 
company to represent, provide feedback, assess market opportuni- 
ties, etc. is a form of pooling that may keep expenses at a reason- 
able level while a US Firm "cracks the China market". The power 
of a Mitsubishi or a G. Itoh is derived from its information network 
and ability io respond to hew market conditions by lining up pro- 
ducers, buyers, transport, and banking virtually over night. Infor- 
mation can be very expensive^ in a country like China where bar- 
riers to trade such as language, distance, and government regula- 
tion are magnified-^ 

As US foreign trade continues to expand (exports as ^a percentage 
of GNP rose from 2 percent in 1972 to 8 percent in 1981) trading 
companies will proliferate: They will get better at what they do, al- 
though they will continue to be restrained by antitrust laws. The 
current relationship between government and business in America 
makes unthinkable, for example, several engineering firms cooper- 
ating to design arid sell petrochemcial complexes to developing 
countries, backed by low interest government financing. US foreign 
trade cartels are illegal, yet we face this type of competition in 
China from Japan and Europe. As long as horizontal and vertical 
intergration of industry in the foreign arena remain illegal, and 
there are arguments that it should, US trading companies will stay 
small, providing services where they can but not really getting into 
the same bail game with Japanese trading companies, the ten larg- 
est of which account for over half of Japan's foreign trade volume. 
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IV. Conclusions 

The honeymoon is over for US firms in China, and more normal 
business practices now are likely to prevail, meaning firms will 
watch closely the costs versus benefits of doing business there: A 
mean expected payback period of six years for investing efforts in 
China, and a nine year history of American commercial involve- 
ment indicates that many US firms can. now make a solid evalua- 
tion of the China market based upon real experience. Surges in the 
economy such as the Four Modernizations and ebbs such as Read- 
justment are probably more closely related to an investment cycle, 
than to political storms, and if treated as such in conjunction with 
obtaining normal business guarantees, watehing debt-service ratios, 
and so forth, can be weathererd by the US firms with an interest 
in China. — 

Success of US firms selling to China will go hand in hand with 
those firms that want to buy, China will spend dollars for US prod- 
ucts when she is them, as the present lopsided trade balance indi- 
cates, but the . ate of growth depends upon how fast China can 
earn dollars. China has basic industrial strength, a cheap but edu- 
cated labor force, and the willingness to produce for the US. The 
catalyst that is needed to solve the time consuming problems such 
as packaging, product design, manufacturer's liability, delivery, is 
American ingenuity. The reward is a comparable or better product 
at a better price. The main competitors with products made in 
China will not be products made in the US. The competing prod- 
ucts come from industrial Asia, where wages and prices are on the 

rise. _ : _ - 

- Beneath the present rhetoric in the West about the dar^ages of 
Readjustment runs a belief that the China market is beginning to 
be, and will remain for a long time to come, an important consider- 
ation uv the plans of US businessmen. Solutions to frustrating 
problems and a good part of the American ingenuity mentioned 
above will likely come from US trading companies, which through 
a diversification of activities arc better able to cope with the some- 
times speculative, sometimes long-run nature of the China market 

Appendix 

Brikk Comments From the Major US Firms in the PRC Trade 

••Impossible to plan your market penetration with the vagaries of the PRC read- 
justment." _ : 

"SeveraL-projects_:underwAy— limited results to date, a hard market to work in. 
Prospects are long range." _ _ e . 

"China market should be recognized as a long term investment, not to expect 
much return in the .foreseeable future. To develop any trading opportunity With 
China following, the Four Modernizations requires a lot of education, learning and 
definite guideline on 'priorities' by both parties of trade. Unless we understand 
ChinaJLhoroughiy we would nevtr_be satisfied with the effort - 

"Confusion between ministries— very, very slow progress and difficulty Under- 
standing business methods." - - - _______ .; 

"Difficult negotiations; often unreasonable demands on our services; generally 
able to reach accommodation without problem growing unmanagable. We are satis- 
fied." . 

"In state of confusion at this moment. - __ 

"When approached in a realistic manner the results can be very satisfying. Too 
many other companies just dived into it almost blind!!" 

"Satisfied, will continue emphasis." 
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"They move very slowly. Small consuming public — gov't as opposed to. populace." 

"I feel the problems China has encountered, considering their rate of expansion, 
is understandable. Am looking favorably toward future growth arid greater access to 
domestic market." 

"The Chinese are spending their money ^refuUx— Fojiuhately we are in a high 
P.riorHy. market.__Th^ than other countries. We are 

satisfied with _ the_results our erTort^haye pi^uced." 

__ "At the_ moment most projects are on 'hold', but I expect this will change by the 
4th quarter." _ 

"Big, complex, potential high, but slow moving and unpredictable." 

"Things move to slowly." ....... 

"China- related business will be slow in coming for the next five or six years. Com- 
panies now thinking Of China as a market are retrenching:- We are still in, bat are 
internally prepared for a longer term return on in vestment:' '- 

"Our experience in dealing with, China has been very satisfactory. The prospect of 
bur-future business in China will depend on the rate of economic development." 

"It's like all other developing countries, very naive, ignorant of the outside world, 
looking for a free lunch— have a long hard struggle ahead and -if you are going to 
work with them, you must have patience." 

"It takes patience, commitmen t, and understand I i ng. " 

"Generally satisfied, but sales activity should be higher. We're employing Chinese 
strategy, of pat_ience,_jooking to jongLterrn/' 

"We have _nD_diffic_ui_tyjvith expojrts^_w_h_ich_are profitable and growing reasonably 
well. Exploration of possible locaL investmejotsJias.not _been_ encouraging. " _ 

"We have moved gradually and are satisfied with results. We find PRC buyers to 
be very insistent on low prices, but honor commitments once made." 

"The rharket is developing very slowly due to lack of hard currency:" 

"We have-^x j»riehced one major order and were satisfied with the Chinese we 
dealt with\ The results were mutually satisfactory. " 

"Long range prospects excellent." - 

"Chinese believe that 'know how' should be sold at a very small profit. Foreign 
companies arv giving products away and this sets a difficult precedent for others 
trying to make money.' ' 

"The delicate, balance _ pLpauseJ n th$ heavy industrial sector and acceleration in 
theJigh^Lindustriai s^tor_must_be_welj understood by the West during the Readjust- 
ment period which may la^tfo^^^ ______ _ 

"They are unrealistic in their own evaluation of their ijnportfuice as_ a_ market 
and do not have proper understanding of international -marketing practices, al- 
though this should come with [time. They are Takers', ;not 'Givers'." __ 

"The current economic conditions and policies of the PRC do not create a good 
market." 

"Market is difficult to penetrate and the Use of traders appears to be the most 
successful at this time. Financing of imports through letters of credit is very .time 
consuming. Until business volume warren ts placing a representative within China, 
little improvement is anticipated." 

"Sources of satisfaction: a potentially large market; a general willingness oh the 
part of the PRC to cooperate in developing the market within local constraints; fair 
and__equ_itabie approach. Sources of dissatisfaction: language barriers and travel ar- 
rangements. _to_ the_mai_n jajLdj cpst^and eftp rt jnypjy ed in developing busi ness oppor- 
tunities; slow progress in development and implementation of policies covering joint 
ventures." _ _ 

"tack of laws and regulations on joint ventures,. com pany jaw^ etc. hamper negoti- 
ations. In addition, layers of bureaucracy also impede negotiations," 

"Dissatisfaction due to problems 'associated with poor technical, level of_equipment 
operators and poor environmental conditions resulting in much higher than, expect- 
ed service and maintenance costs. Also, difficulty in negotiating with foreign trade 
corporations to obtain prices sufficient to cover increased cost of doing business in 
China." 

"About as we expected." 
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I. Introduction 

As the current volume attests, much has been written about the 
history and activity surrounding United States-Chinese trade. 
Little, however, of a systematic and scholarly nature has been pub- 
lished about the process of negotiating with Chinese trade official- 
dom: The objective of this paper will be to; examine what impedi- 
ments — governmental or nongovernmental, United States or Chi- 
nese—are faced by United States firms undertaking commercial 
negotiations with the Chinese government. 1 

The experience of one U.S^ company— Control Data Corporation 
(CDC) of Minneapolis, Minnesota— will be^ used to highlight com- 
monality of interest and other, key elements of U.S.-Chinese com- 
mercial negotiations. Specifically discussed are the CDC negotia- 
tions between 1973 and 1978 Tor the sale of equipment for seismic 
data processing centers to China. 



•UJS. International Trade Commission^ . . .. 

>The material for this paper has been largely drawn fro^ 
"U S -Chinese Trade Negotiations," (New York: Praeger, 1981). The paper has also drawn on in- 
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edgement It h^p^assiatance and encouragement are due: Hugh P. Donaghue, Co^rolData Cor- 
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The CDC contractual negotiations are important because they 
represent the sale of significant high-technology items to China 
and also _because by themselves they represent, in dollar terms, a 
significant share of the totaLtrade-turnover for the years in which 
the transactions occurred. The CDC negotiations are also impor- 
tant, especially in the case of the first transaction, because they^ il- 
lustrate the frustration, '"political maneuvering and sometimes 
sheer lunacy" 2 that may characterize commercial negotiations 
with any country. 

For purposes of this discussion, commonality of interest is the 
maximization of any and all opportunities for compromise during 
commercial negotiations. Such compromise can result in the elimi- 
nation of specific hindrances and impediments that could have de- 
layed or thwarted com Thus, commonality of 
interest, or its absence, can affect U.S.-Chinese commercial negotia- 
tions and, therefore, like the bureaucratic context that also influ- 
ences these negotiations, can ultimately contribute to their success 
or failure. 

In a Jarger context, commonality of interest can also imply a 
basic, almost urgent, need by the Chinese for the U.S. firm's prod- 
uct, a need so strong that it is almost mandatory that they secure 
the product from the U.S. firm, assuming successful negotiations: 
Such instances are rare but have occurred, as in the case of the 
sale by International Harvester Corporation _of its airplane tow 
trucks. 3 Unfortunately, products made by CDC, while unique and 
needed by the Chinese, are not without competition \ 

II. The Chinese Need for Computers 

' One of the "clinchers" in the CDC sale of computers to China is 
that the latter wanted the CDC system "quite badly." 4 In fact, 
China has relied heavily on imports of computers, purchasing 
about 16 different computers from 1964 to 1975 (see Table 1). Ten 
of .these were l primarily : .parts _of seismic or geophysical exploration 
systems of the type marketed by CDC 

TABLE L— TYPICAL SALES OF COMPUTERS TO CHINA, 1964-77 

Year and N k ol computer. Supplier, country, arid order value 

1964. Unidentified SERCEL, France; seismic exploration system. 

1965 

ARCH 1000 Marconi Elliott. United Kingdom process-control system 

NAOAC 100 {5 units) SEA. France plant automation systems. 

1966: Elliot 803 Elliot Computers, United Kingdom; medical research use. 

2 HuKh.Dqmighue^^ ; _ 

" ". s Jn *h e case of Ola rk Equipment Cqmppny^Buchanan^ Michigan (a subsidiary of International 
Harvester Corporation), the commercial transaction was completed in-6Sdays. Following major 
airp_lane_ purchases from Boeing nh& -British -Aircraft, the Chinese FTC, Machimpex, cabled 
Clark on February 19, 1973, asking for information relating to c.iX .or c &__f. delivery for a 
single unit of Clark's model CT50E towing tractor. The company responded immediately with a 
price. JWacWmpex then requested a discounted price for 20 tractors. Oh March 30,£ferk cabled 
a.n a nswer ana ask ed for a letter confirming the sale. On April 2, Machimpp* cnhlpd c onfirma- 
tion and sent a confirmation letter 11 days later, thus ordering $150,000 worth of equipment 
without ever having met representatives of the seller, face to face. In short, where there is a 
need by_the Chinese for a product and no apparent direct competition, it is the U.S. firm that 
can afford to wait. \ 

4 Donaghuer'^Overview," p. 7. Also^see R.-K. Nelson* "Ghina Briefingt Chinese Electronic Soci- 
ety Visit to CDC, October 23 and 24, 1973," Minneapolis, October 15, 1973, p. 18. \ 
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TABLE i — TYPICAL SALES OF COMPUTERS TO CHINA, 1964-77— Continued 



« ~ - - S»ippher, country, and o«Jef value 
Ye* and type ot computer _ 



|ggy. . 

jci I9Q3 Id; United Kingdom; unknown destination. 

id 1905 III.."" 

ign 

yjjfcjg SERC.EL, France; seismic research system. 

Raytheon 704 Geospace. United States, seismic control, $5.5 million. 
1974- 

Iris 60 Mitra 16 (2) SERCEL. France oil-exploitation management. 

CDC 172 (2) COC 170 CGG : France: oil-exploration ship equipment $5 million. 

1975- tnterdata : United States, oil-exploration system, $23 million. 

1976- - 

Mitra 30 Ctl, France, 

Burrouehs B770O Burroughs United States license denied. 

RIAO EC- 1040 East Germany reported 1 installation in China. 

HITSC tt 160-2 Hitachi, japan; Central Meteorological Office: 

HITAC_M170 ".. ■ .„■::- 

Unidentified..., Hungary; petroteurrwontrol system. 

Mitra 125 f 2) SFIM-GI, France civil aviation use in Oilna..— 

POP u/45 (2 ) , Digital Resources, United States seismic exploration. 

197; - ------ 

iinidata 7738 Seimens, West Germany; power-station use, 

IBM 3032 ' United States for Bank of China in Hong Kong, $20 million. 

IBM 350 United States process-control application. __ _ 



Sower Bohdan 0. Swowk and Mart) R. Siuprow« ( "Doing Business With the People's Republic of China" (Hew York: John Wiley « Softs, 
1978J, D. 27?. 

Moreover, as will be shown below, the CDC computer systems are 
products necessary to the fulfillment of the Chinfese plan—and, per- 
haps even more important, necessary in earning the foreign ex- 
change necessary to finance imports. Of late, China has empha- 
sized the three "balances" that must be maintained for successful 
commercial relations and trade. 5 First of all, it is important to 
strike a balance between imported projects and domestic capacity 
for economic development. 6 Just as important is the balance be- 
tween imported technology and the national capacity to assimilate 
it. Finally, and perhaps most important, the Chinese believe it * 
important to maintain the "import-export balance. Thus, any U.S. 
company doing business with the Chinese is confronted at the 
outsit by a very real policy that militates against frivolous utiliza- 
tion of scarce Foreign exchange, - ; - 

Since 1971 CDC has been actively interested in marketing com- 
puters to China to complement its sales of computers in other parts 
of the world. In 1978 CDC had world mainframe computer sales 
that constituted about 6 percent of the total world mainframe com- 
puter market. The company reported consolidated net earnings ot 
$124.2 million in 1979, with earnings from the computer part ot the 
business amounting: to $70.8 million, 57 percent of the total. Total 
assets employed by CDC in 1979 were over $6 billion. 7 - 

CDC has become the world's largest computer services firm 
through the combination of its Cybernet services network and the 
acquisition of the Service Bureau Company (SBC— formerly owned 

'One observer, emphasizing China's limited-capacity to absorb new - ^.nqj w.™^ 
"China is Sill 85 percent rural, and it can't be converted overnight to industrial society, A 
China COhhectionTor U.S. Companies," New York Times. February 26. 1978, p. 2. 

t Sntrol Data Corporation. Annual Report 1979, (Minneapolis, Minn.: Control Data, 1979), 
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by IBM) and, more recently, other international computer services 
enterprises. SBC's strength lies in commercial rather than scien- 
tific computing, providing a complement to the primary emphasis 
of Cybernet. 

In recent years a shift in the primary use of computers by China 
appears to have taken place; Most noticeable, and of particular im- 
portance from CDC's point of view, is China's demand for comput- 
ers with specific applications, particularly in petroleum explora- 
tion. As shown in Figure 1, a .significant percentage of computers 
imported by the Chinese have been for process control _at .imported 
turnkey plants or for end uses for which domestic computers are 
not available, such as analyses of weather data, management of 
banking operations, and air traffic control. 



FIGURE i 
PRC Use of Computers 



OTHER: 
CENSUS DATA 
ACCOUNTING 
INVENTORY CONTROL 
ECONOMIC PLANNING 




MILITARY APPLICATIONS: 

WEAPONS DESIGN; 

/VIBRATIONAL STUDIES 

/ TRAJECTORY ANALYSIS 

AIRCRAFT LOCATION 
ANALYSIS 



PROCESS CONTROL/ 
ELECTRICAL NETWORK 
ANALYSIS 



Note : Bchdan Szuprowlcz, "CDC's China Sale Soon Focusing Western Attention," Computer-world , Nov- 
ember 1976, p. 34, suggests that "at least 60 percent of all computers made In China are used for military ap- 
plications such as nuclear and missile programs and In weapons systems design and shipbuilding. " 

Source: Control Data Corporation. V «. 
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In ita "China Uncting'' (October \\m\ CDC highlighted the obser- 
vations of a group of six U.S : computer scientists who had written 
a report on the state of the Chinese computer industry. These ob- 
servations are relevant today. According to their n^jort: 

There is very little meaningful crystal bull gazing wo can do about the future or 
> h»"i*se : nimpuu.ng, yet a .few remarks in this vein seem in- place. First, the Chinese 
we talked to indicated a strong interest in What they- -called the "super computer"— 
be,, very b^r . In( j wry r, isl ma chtriwii«ui:h as the CDC STAR computer and the Bur- 
roughs Ho, DO.; One guesses they will continue the trend toward bigger and faster 
computers; perhaps next attempting a very large step." 

An article in a Chinese economic journal in March 1979 also em- 
phasizes China's need for computers. The author suggests that "the 
level of electronics [in a country] is an important indicator of mod- 
ernization, "i and cites as one example of the current state of the 
level of iheiChinese electronics industry the fact that "The Minis- 
try of P'oreign Trade can complete within one minute monetary 
transaction tasks with the offices it maintains in London and 
Tokyo and can query the computer center through the terminals 
lor data:'"-' The author then suggests that it is important Tor a de- 
veloping country such as China to secure high-speed, quality data- 
handling computers as well as the adjunct peripheral equipment: 
However, one computer does not make an electronics industry, nor 
does it testify to a nation's capabilities in electronics. He notes: 

t [ " fl V. r 1 n < ' >' u » da r. ee of Marx ism j ,o n i n is rn _ a n d Mao Zed oriK t h oa^h t; us irig. hat ibri- 
al ecMnornie pla/is as the criteria and on the foundation of mass bookkeeping, bur 
.»).»« K( ; f ■' 1 " 1 1 i ng work is d est i n ed t o becom e advanced. But owing to the 
destruvti-:; .<..*.• of Un Biao and the "grihg or four." it -still lags rather 
far .behind -."«.|s of the test of the world in the- use of electronic tech- 
nology. R wfjrdness leads to the abolition of backwardness and an 
overt ukir.s; • •;, ;;..~ntriey. 1,1 

.ChinaV > ■ . development of its computer science in 

WTr*'- _. ti in a major speech by Fang Yi, vice-premier of 

*e j ;!.-C Si -/unci!, on March. 18,: 1978, at China's National- Sci-- 
ence i - OUlbtx ' i Specif iCc.il;., China should manufacture giant 
computers, as >v >!l as putting a range of computers into serial pro- 
duction. By !98o, according to Fang Yi, China should "have ac- 
quired a group of comparatively advanced specialists in computer 
science research and . . . to have built a fair-sized modern com- 
puter industry:' M In short, the implication is that China needs 
computers and computer technology to become a modern developed 
state: 

Fang Yi also noted: 

In the next t hree years we should rapidly develop basic research on computer sci- 
CJjce and related disciplines, lose no time in solving the scientific and technical 
problems in the industrial production of large-scale integrated circuits, and make a 
breakthrough in the technology of ultra large-scale integrated circuits. 1 - 



Nelson, "China Briefing." p. IK; "Computing in China: A Travel Report," Science 1H2 (Octo- 
ber 4-2. 1972); 110. 

'MJ S . Joint Publications R< s< arch Applications of Electronic Computers to Accounting; 
_Chmi Report— Economic Affairs No 7 {Washington. DC foreign Broadcast Information 
Service. August I t, VM9). 

10 ibid. 

11 "Chinas New Priorities for Technology Development," China Business Review. Mav-June 
19/H, p. K. 

12 Ibid. 
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Parenthetically, the fact that Fang Yi noted that China must 
"make- a breakthrough in the LSI [ 1 arge seal e i n tejr ated c i r c u it] 
technology" may indicate a backwardness in such advanced tech- 
nology that would put China a number of years behind the United 
States. This lag is noted in the report of a visiting U:S:-Institate_of 
Electrical and Electronic Engineers delegation in the fall of 1979. 
According to the head of the delegation, Chinese computer develop- 
ment lags at least ten years behind the West. Moreover, the PRC 
cannot catch up -without outside help. 1:1 Thus, a market of great po- 
tential in fourth-generation computers for U:S; firms could exist ; la 
this regard, according to Fang Yi, China would aim "to 'popularize' 
microcomputers and 'to put into operation' giant iltra-high-speed 
-- eomputersr^ — -r 

China's electronics industry is known to have the following live 
groups: components, instruments, computers, communications, and 
consumer products. Overall there are at least 200 major plants, 500 
smaller plants, and 1,500 "neighborhood" factories, The Fourth 
Ministry of Machine Building has overall jurisdiction over the 
planning and production of electronic components and computer 

Systems. - - - - 

As of January 1980, China was believed to have more than 50 
different models of foreign, computers installed, with a total inven- 
tory of about 1,000 units. 14 Many of these units— perhaps about 20 
percent of the total— are relatively small and slow, almost obsolete, 
machines. By contrast, about 170,000 general-purpose computers, 
excluding minicomputers, are believed to be in operation m the 
United States, and about 12,500 in the civilian sector of the Soviet 

Union. , . . 

Thus, even before entering negotiations, CDC s bargaining posi- 
tion was quite advantageous. This was particularly true because 
mainframe computers had high priority in Chinese import plan- 
ning if only for "prototype purchasing:" Consequently, scarce for- 
~ ei"gn exchange" was most likely to be allocated for purchase of these 
products. Conversely, if CDC's product had not had high priority in 
Chinese import planning, the company's bargaining position would 
have been a relatively weak one; although its products might not 
have been rejected out of hand, pressures for countertrade at the 
very least would have been quite strong. 

III. CDC Corporate Strategies 

CDC's initial strategy in 1971/72 can be summarized as follows: 
to assess China as a viable market for the future; to determine the 
political climate for business; to get China acquainted with 
CDC. 1 5 As early as June 1971, a CDC memorandum suggested that 

«* "China 10 Years Behind in Computers, U.S. Professor Says/' E 1 ^^^^^^^ 
1W0. p . 1. Also see report of -Jo pa nese mission in. t97!): .John Hataye. Find China Plants Years 
Behind West." Elect roriic News, .July 30. 1 !)7ft t p 1 „. ; ' ... „ . , , D _ .. iV . 

i « ^||)hdah (i-Szup.ro.wicz. and Maria R. ^.uprowiCT.,-"Dowfi ^_ us, j nt ^_^_ l *j\~f]F *"J*.f 
lie Jif China, Industries and Market*" (New York: John Wiley and Sons. li)7 ). p , m. Also see 
Cont rol Data Corporation. "Trip Report" (Minneapolis. January 2, . I980A P. ?^^?^^inXn' 
'^tbe Electronics £nd Computer Establishment in the People s Republic of ^h|na,_{Washington 
D/j!_Trlde JDevelopmejit Assistance Division, Bureau of East-West Trade. U.S. Department of 
Commerce. January 1980), p. 'A. - - - 

IS Interview with Hugh Donaghue. March l\m). 
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"we. just-as ^mH^ii^tit^ra--mu8L be doing, should develop a plan 
fo r event U ally m arketi ng se lec ted I i n es of our _ com p tite rs in 
China." l * The memorandum thought it "highly probable" that the 
U.S. government would allow selected exports "of Certain main- 
frame computers, Moreover;, it was "more than likely," according, 
to the memorandum, that China would import than manu- 

facture Its own computers "Tor the foreseeable future; 7 ' 

Considering this optimistic assessment of the market for comput : 
ers in China, CDC's corporate-staff was faced with the immediate 
question of how, to proceed, The 1971 .memorandum, referred, to 
above suggested two courses of action that occupied the CfC corpo- 
rate staf^for the next two years. These centered on establishing 
marketing/contacts through Canadian and/or Hong Kong channels. 
Like any company beginning a new venture, CDC was in many re- 
spects "flyirtg blind:" A 1!>74 CDC memorandum highlights this 
particular aspect: 

I am quite pertain an American could notjjet a .visa. to.. visit, there at the_p_resent 
t i n_uv but a _ C'aiiadia n c.ou Id .. We'd. start _ by_ w rit irig _a_ few 1 v-t tors through. H0hg Kong 
and state*. thty/'purposiA of the proposed visit. Who knows, maybe we'll get a hit that 
could lead toj8onu»thiriK. 1 7 

In light/of its market assessments and in order to facilitate mar- 
keting, strategies and to pool information, CDC established a corpo- 
rate "task force/' in September 1973. Communication among the 
members of the company's China task force and with the company 
as a whole was a prime item on the age nda , as was outlin ing th e 
requisite "position papers" to be prepared on "major corporate 
product strategies for China." 1 8 The marketing strategy adopted 
was to sell the "entire range of total services and to engage in ap- 
propriate __cb^^ the PRC." 19 In December 
1973 a GDC memorandum suggested: . * * - ' 

This marketplace for U;S; high technology, and in particular computer and tele- 
communications technology* is developing in a quantum- jump that -is- much- faster: - 
zthaxc^:; -i-man.y;~co<perumc^ had- anticipated seven months ago; The 

tremendous opportunity this gives Control Data is exciting to witness; 20 ' 

Moreover, according to the CDC memorandum: 

In the increasingly relaxed U S China political climate, China would be looking 
toward U S technology to speed modern industrial development* which, in 1973, has 
resulted in an absolutely astounding record of 20-25 complete U.S. large plant sales 
valued a I between $1.0-$ 1.5 billjon. 81 . 

..Notice the continuing GDC emphasis on the political situation in 
China. Doubtless the com pa n y was also buoyed by a joint U.S .- 
China communique released on December 5, 1973, following Secre- 
tary of State Henry Kissinger's sixth visit to Peking. According to 
the communique, "the Chinese and U.S. agreed to take steps to fur- 
ther trade relations." 22 



lfl Control Data Corporation, "Interoffice Memorandum on Mainland China" (Minneapolis, 
June p. 1. 
17 Ibid. 

'"Control Data Corporation, "Minutes of China Task Force Meeting" (Minneapolis, Septem- 
ber-21. lf>73); p. I: 

'"Ibid. .... . ... 

2 *ControI Data Corporation, "Interoffice Memorandum—China Office" (Minneapolis, Decem- 
ber 7, 1973), p. 1. 

11 Ibid. . ... ... _ 

22 Henry Kissinger, "White House Years" (Boston: Little. Brown, 1979), p. 1053. 



353 

A 1977 CDC matkel asst'ssitient is instructive for its insight into 
the strategies that the -ompany debated and subsequently adopted 
In assessing the potential market for computers CDC estimated 
that in 1977 China would need at least 5,000 computers for indus- 
trialization "in the near future." 23 According to- company market- 
ing experts, it was reasonable to assume that China was capable of 
producing about 150 computers a year, with a growing rate of 
about T) percent per year. Therefore "the potential market for 
computers is in the order of at least 1,000 machines in the near 
future.' - In doHar terms, according to CDC expectations, this might 

amount to as much as $250 million. 24 - - .. . . 

Moreover CDC believed that -th« potential market for original 
equipment manufacturer's (OEM) peripherals also was promising, 
but did not estimate the dollar value that might be involved. China 
would be able to pay for this Western equipment with increasing- 
ly larger amounts of oil." 25 It was this optimistic assessment of the 
market in China that spurred CDC to approach the marketing of 
its computers with vigor. -- -- - ; . . 

On the basis of this assessment, CDC's objectives in the short run 
were to pursue immediate prospects, particularly with regard to 
selling OEM disk drives and tape drives, and to pursue contact and 
possibilities with China's Academy of Sciences. CDC s. long-range 
plans Were much more ambitious, including such projects as selling 
farce systems for nuclear research and for use m the pe' -oleum in- 
dustry, education, and weather forecasting. Also mcluo vere the 
sales of licenses for peripheral equipment. ....... . . 

The major competition, according to CDC corporate strategists, 
was probably from such Japanese manufacturers as Hitachi, Fu- 
jitsu NEC, Mitsubishi, and Toshiba. However, tap. L saw Japan s 
computer industry as being "weak" in service and support of its 
customers." China, according to the plan, was an ideal customer 
because it neither required nor desired the normal computer sales 

support "beyond the initial training of its technicians. 

' With regard to U.S. competition, IBM was without peer because 
of its monopoly in the EDP fk. according to CDC. CDC s market- 
ing plan, however, suggested that although IBM is strong in some 
areas, and although the Chinese have made extensive studies ot 
IBM equipment, "IBM does not provide as good a price or perform- 
ance as CDC in scientific or educational environments. |( .. 

The company's strategy therefore became a twofold one ot pur- 
suing immediate prospects" and of "further improving relation- 
ships with Chinese foreign trade corporations. The first move 
would yield immediate revenue, according to the plan, while the 
Sid one would, it was hoped, lead to "future sales technical 
sales and joint ventures." Just how successful these CDC corporate 
strategies proved to be will be discussed below. 

As a means of implementing its sales strategies, the company in 
September' 1973 replaced its China "task force with a corporate 
China office. The new office was to participate directly in the devel- 

"Cunlrol DaU. Corporation, "MarKvliifg Plan for China" (Minneapolis, June 6. 1977). p. 5; 

'* Ibid 

»> Ibid:, p; 7. 

2 « Ibid. 
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opment and implementation of CDC s strategy for marketing com- 
puters to the Chjnese. Such participation would include long-range 
planning and assistance to the International Development Commit- 
tee, the Management Committee., and otKe'r members of top man- 
agement: 27 According to the company's job description, the person 
in charge of the office would be an assistant to the executive vice- 
president and would report to the executive vice-president and 
chairman of the International Development Committee. Other 
duties would include the following: 

__ Developing. contacts and liaison lit the highest levels of PRC government arid em- 
bassies, China Academy j)fJScience, JWinistry of Foreign Trade, and selected Chinese 
Foreign Trade Corpc 'Jons tFTC). 28 

\ The now office also would cooperate closely with U.S. officials at 
the Department of State, Department of Commerce, National Acad- 
emy of Science, and other agencies. It was particularly charged 
with "keeping abreast of social, political and economic factor? as 
they relate to the evolving corporate strategy for the PRC." In es- 
tablishing a new China office, CDC was clearly leaking a commit- 
ment to the future: "It is/ important that we maintain an irna^e 
which indicates that [wej . . . are interested in building a long 
term relations!. ,p with China, rather than an image of a company 
which only reacts to their immediate requirements." 29 

IV: First Contacts 

Establishing contact with Chinese foreign trade organizations 
(FTC/s) and end users is a major obstacle in undertaking commer- 
; cial negotiations for most H.S: firms. CDC realized from the begin- 
ning that commercial negoti^ than sitting 
down at a table, offering a product, and determining a .price: For 
entry into the China market, it was first necessary to find in the 
Chinese foreign trade labyrinth the right person or organization to 
market the product — in other words, to make contact with the end 
user. For CDC, establishing first contacts with the Chinese was par- 
ticularly difficult. I 

The company first became interested in the PRC as a potential 
market about the time of United States rapproachement with 
i China in 1971-72. 30 The first CDC contact was a proposal sent July 
It), 1971, to the Chinese Ministry of Science and Technology. via the 
Chinese Embassy in 'Ottawa. :M In essence the proposal offered to 
export to a Ganadia^ firm certified CBG peripherals and mair^ 
fra it. es th at were "refurbished and modified as appropriate/ ' 32 
The CDC corporate staff also learned at this time from the presi-* 
dent of another U.S. firm that China found it "more politically de- 
sirable" to deal with \ Canada than either the United States or 
Japan. In addition the\CDC contact mentioned that "presumably, 



27 Cont:oi Data Corporation, "Charter for Embryonic China Office" (Minneapolis, Septoznber 

(i, nmr. \ 

aH Ibid- _■ 

2 tt ( "k> n t rq I Da tn Co r porn t i o n , " M a rk .? 1 1 ng P 1 an, ' ' jp . !) . 

• 10 Control Data Corporation CIX O -itniCts with the People s Republic of China to Date 
{Minneapolis, September 6, 197:0, p. 2; 

11 Ibid. . — -\ - — ' ......... 

- 32 Control Data Corporation, "Interoffice Memorandum on Mainland China," p. 1. Also see 
Control Data Corporation, "Interoffice, Memorandum — Ministry of Science and Technology" 
(Minneapolis, September 2, 1971), p. 1. \ 
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: France would also bo relatively high on the Chinese acceptability 
list." :ri CDC later learned through contacts that the Canadian gov- 
ernment believed a direct approach by CDC would be better. 

As can be seen from another CDC memorandum, the corporate 
staff leaned also to the direct approach in contacting the Chinese. 
The staffs perception was as follows: 

One approach is th rough -the foreign trade corporaticas tFTC r S) which iire con- 
t rolled by the Ministry of Foreign Trade airice foreign trade is a state monopoly 
• •• _ — 

The first step in establishing business contacts with the PRC is to select the ap- 
propriate FTC It is best initially to contact the main office in Peking * • • al- 
though responsibility for the import or export of particular commodities is often del- 
egated to various branch offices, and negotiations may ultimately be with them. 
Just sis in East Europe, normally all negotiations are handled by the foreign trade 
offic ia Is— con t a c t with en d .users is ra re. PRC trade missions i n foreign coun t r i es 
have been known to take _the initiative in contacting Western firms when the Chi- 
h ese h a ve a st ro n g i nte rest \\\\ he i_r prod uets_* _ *_ _ * . _ 

The initial proposal submitted to the appropriate FTC in Peking. should be suffi- 
ciently detailed and comprehensive to allow the Chinese Uj evaluate it_cprnmerciaj.: 
ly. Price quotations are not recommended. However»_fuJI_ij]fo_rmation about CDC. it^s 
activities Land its products is essential. It is further recommended _that_the_firm indi- 
cate a -willi hgn» -ss to provide further details, answer any questions, and arrange per- 
sonal r>l low-up meetings: 34 

CDC was convinced that all indications here pointed to comput- 
ers hem-* a high priority item on_ +he Chinese shopping list, because 
a reply should b*» expected to a CI -C proposal. 

In order to begin the direct approach, CDC entered into an agree- 
ment in October 1971 with a Washington-based consulting firm 
that had good contacts with China Resources Company of Hong 
Kong as well as with Chinese officials in all parts of the govern- 
ment for the purpose of "strengthening the company's position in 
dealing with officials of the PRC," 35 In fact, one of the principals 
in the firm was a former acquaintance of Premier Chou En-lau and 
thus was in a position to be very helpful. According to the contract 
with CDC, the consultant 

' • • will assist CDC in analyzing the market potential for its products and serv- 
ices in the-' PRC; will accompany certain of the company s business and technical 
officials to the PRC to cooperate with and advise CDC in the detailed sales negotia- 
tions: will assist in the development of the finance package necessary to assure the 
success of the transaction; and will assist in obtaining export licenses in Washing- 
ton, UC.™ 

The CDC contract with the consultant lasted from October 1971 
to June li)7:i. Although there is no clear evidence that the consult- 
ants were actually able to secure a contract for CDC, they were 
able to "open doors" to China and arrange contacts that might oth- 
erwise have eluded CDC. 37 One CDC official, commenting on the 
arrangement with the consultant, stated that "if this looks like a 
five-step process to get from CDC to the correct purchasing agency 
of goods and services in China, it is." 38 

■'» ' f vint nil Data Corporation, "Trading C^mpariies M JMipneap6lis;_A.u^ust 27, 197 1), p. 
....«•.< ,„ urol Data Corj>oratioh, "Trade— People's Republic of China (Minneapolis. July zl t 

1 ^Uintroi Data Corporation. "Letter to Hugh F. Donoghue.'* April IH. 1<)7X p. I. - 

- ™ Control Data Corporation, "Consultation iihcL Sales Agreement between F»KC and Control 

Data Cor^r-atian"JMinneapolis, October 1, 1971), p. 2. 

V Interview with Hugh Donaghue. February V980. - - 

3H Control Data Corporation. 'Trip Report" (Minneapolis. April 16, VJl.il p. 1. 




In December 11)71 the cohsul.taht informed CDC that China was 

interested in buying computers through a barter arrangement. 3 *> 

According to the consultant: 

I think the best Christmas gift _for_me to_giye to youjs to tell you: it is a deal. The 
, (PRC! are going to. buy your.computers. Th e .question _not decided_yet_is:_hoNy_ many? 

This ha* to be determined by whether we ask for cash. or. a.ccept_ their barter. j\s 
; soon as I receive the catalogs, I will have them sent up. north right away. Then.. I. 

Will sit down with them to discuss the nitty-gritty of barter. Perhaps they will buy 

more than just two iWOOs at this time; 40 

During the next 6 to 8 months the CDC consultant had other 
meetings with China Resources, and in early September 1972 met 
with the deputy director of the National Machinery Import and 
Export Corporation. During this meeting they discussed the Chi- 
nese plan to acquire several computers and the possible method of 
payment, 

CDC officials, however, were realistic in th^ir assessment of the 
situation, for in a March 1972 memorandum the question of ' \p'T , 
licenses was raised — a question that was to come up maviy ci .< 
during the lengthy course of the negotiations. 

The Chin -" wit-- not willing to give him a letter_of intent yniess_h^_ _>m< _. £i_v_e 
some asaurar: a U.S. Government export license would be forthcoming JChis 

is one of tht* r« he returned to the U.S:, in order to discuss the export problem 

with White House officials. As you may be aware; just prior to the President's trip 
to China he recategbrized the People's Republic of China placing them in the same 
category as the USSR and East Europe. Therefore, (the consultant] . . . Was given 
oral assurance that under the proper conditions ^ve would get export approval for a 
3600. He still has some concern as to whether the conditions will be palatable to the 
PRC. 4 1 

China Resources, Hong Kong's oldest and best-known agency rep- 
resenting Chinese state trading companies, is organized as shown 
in Figure 2. At the time China Resources had 11 Chinese partners, 
all of whom had addresses in Hong Kong. 42 



no Control Data Corporation, "Lcttor fro... v jusultant" (Minneapolis, April 11), 1971). 
«°Ibid. --_ - 

41 Control Data Corporation, "Interoffice Memorandum" (Minneapolis, March D, 1972), p. 2. 

42 Alan H. Smith, "Standard Form Contracts," IriterriatiohM nTid.Lkunparative Law Quarterly 
21 (January 1972): 137. The legal_ramificatjojls oti^alkiK with China R/ sources appear to be 
quite nebulous, according to Smith. Of interest is that the consultant submitted a price list for 
CDC computers to China Resources in Hong Kong in ntember, and when he-arrived in Petting 
in early October, the price list was not yet available at the Peking office. This indicates less 
than speedy communications between China Resources arid Peking. 
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__?n November l!>72 the consultant mentioned in a letter to CDC 
that during liis recent nionth-and-a-half trip to China he was 
"given to understand that as soon as they have an opportunity to 
examine, all the documents which Control Data submitted, they 
will notify Control Data about business discussions."- 43 

Other CDC contacts with the Chinese were made during 1971-72, 
all with the basic purpose- of getting -the Chinese to know about 
CDC. For example, in April 1972, CDC sent a letter to the China 
National Machinery Import and Export Corporation telling about 
CDC and its personnel. 44 In their reply on l June J_.5 tHe_ Chinese. ac : 
knowledged receiving the brochures and other literature that were 
forwarded to them by China Resources. They also expressed inter- 
est in CDC's equipment and asked for a price list on typical con- 
figurations 45 The fact that CDC's letter was answered directly by 
the Chinese was "a good sign" since apparently only about one out 
of every 50 or (50 corporate letter.- is answered directly by Peking. 46 
Normally responses are channeled through organizations such as 
China Resources: 

J. n _ September 1972, CDC sent _a l_et_ter_to China National Machin : 
ery Import and Export Corporation responding directly to the Chi- 
nese letter of June 15. In the letter the subject of prices for CDC 
computers was addressed: 

You will not o tiui t . wi? have quoted p rices far _ty p ical con figu rations, of our. Cyber 
7.&._7_»k and 74 cornpu tor. systems. Va rious com bj nations can be Heye loped depend] ng 
u poll the size of t_h e_ memo ry , t h o _ _n_u m be r o f ce n.t ra I .process i nu_ u n i t s, a rid ya ri ou s 
con jl j; u r a tip n s of pe r i p h e r a j i equ i p m e n t , . . , CO n fltf u ration s v a ry d e pen ding on t h e 
n eeds of the c u s t o ni p r and t h e r e f o r e^ i n d i y j d u a j _ u n j ts may be add e d o r take n a way 
from each of these peripheral J **[ - Fn that case the price of the individual item is 
either added or subtracted from „he total prices,"*^ 

With the letter GDC enclosed information on the pricing of soft- 
ware and guidance material to allow the Chinese "to configure 
their own computer systems." 48 Thus, the CDC letter constituted 
another, element in that part of the familiar game of doing busi- 
ness — 44 getting to know you." 

Still other CDC contacts with the Chinese during early 1971/72 
i n c I uded a meeting with Chin ese p f fi c i a 1 s_ _in _B_u c hares t , Romania, 
in April 1972 and an "exchange of business viewa with China Re- 
sources officials over dinner in Hong Kong in July." 49 The basic 
purpose of these far-flung contacts was to familiarize the appropri- 
ate end User with CDCJcompUters. 

Thus, in the development of computer sales^ CDC was essentially 
attemping to gain contact with decision makers. The company's 
fir s t rea 1 contact as a _U .S , cb rpora t e en tity w it h _ pote n t j al _ Ch i nese 
"buyers" of computers came in October 1373- with the visit to the 
United .States of the Chinese Electronic Society. It was this visit 
that enabled GDC to gain a "jump on its other U.S. 
competitors." 50 



43 Control Data C6rpdratioh,l"Lctter from Consultant on China Trade" (Minneapolis* I ivem- 

ber_U, _l!tfliK p. I, _ t 
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* & Control -Haiti Corporation. "Status Report" (Minneapolis/Septembor 22, 1972), p. 1. 
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47 Control Data Corporation. "Letter to Chinese Foreign Trade Corporation" (Minneapolis, 
September U\, 1972). 
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49 Control Data Corporation, "Interoffice Memorandum" (Minneapolis. August 10, 1973), p. 1. 
ao Interview with Hutfh Donaghue, March 1980. 
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The general purpose of the visit-was to make a .comprehensive 
study of U.S. electronic computers. It was a result of Henry Kjssin- 
geV* visit in February 1972 to Peking,- where, among other things, 
the exchange of scientific and technical groups between the United 
States and China was discussed. 51 The visit of the Chinese- group 
also provided BBC with an opportunity to; "convince the Chinese 
that CDC technology is arid vill continue to be state-of-the-art." 52 

The visit proceeded .without problems, and in a follow-up letter 
in January 1974, CDC expressed its "appreciation'' to the society 
for its visit; The letter went on to suggest ".the establishment of a 
series of seminars on computer contacts at a location to be desig- 
nated at your -convenience:" 53 The purpose of these seminars was 
to provide CDC and the Chinese with further opportunity to get to 
know each other. * 

V. Thk Frknch Connection 

Despite the efforts of CDC to, establish contacts with Chinese end 
Use™ and decision makers, perhaps the most important Factor in 
securing substantive contact, and therefore substantive contractual 
negotiations, was the CDC decision to take a foreign partner in the 
sale: Compagnie Generate de Geophysique (CGG) jointly signed the 
contract with CDCs wholly owned subsidiary, Control Data France 
(CDF). rw CGG was in the very early stages of responding to a pro- 
posal tendered in a letter by the China National Technical Import 
Corporation (Techimport). The proposal was for a data processing 
center to be installed at an unknown location along the Chinese 
coast to process the data of at least 15 land crews exploring for oil 
in the eastern sedimentary basins of China. Since 15 land crews ex- 
ploring for oil were estimated to develop about 15,000 records per 
month, the high-sea exploration boats were developing an estimat- 
ed 150,000 records per month, and the shallow-water boats 30,000 
records, Tech import, would need one or two Cyber 70 series central 
computers to process all of these records. The Chinese estimated 
that "the design of the equipment configuration will be 250,000 
seismic records per month, within which one-fourth of the through- 
put of Machine II is for the disposition of other processing, one- 
fourth of the throughput is for the research of the new processing 
method." sr> j - 

One of the basic assets of CGG was that the company had been 
selling oil exploration equipment to the Chinese for over ten years 
and had earned their respect. They were in a sense* "old friends. \ 
CGG personnel in fact did much of the negotiating, particularly in 
the final commercial stages. Also, the Chinese insisted that CGG 
sign the contract along with JOF. Thus, in effect CGG was to be 
the prime contractor responsible for all of the special-applications 
software for the computer systems and for much of the software 

.. s » Control Data (or juration; "tact Sheet on the Computer Visitinff Group from tht 1 Peoples 

Kr pub) lc. of. I :jhina '_' (Min neapo lis. _Se ptem be r 2« ». WTM, £ 1 . > 

* a Control Data Corporation. "Minutes of Meeting Minneapolis. October JJU.tL p. . _ . 

- ' Co itrol Daia Corporation, "Letter to Computer Visiting Oroup of the Chinese Llectronics 

Society" i Minneapolis. Jariuary l^T'll p, 1. ... 

s + CGG and CDF are combined here to simplify the* account of the negotiations. ^ - - 

"-Control- Data Corporation, "Letter to Control Data Corporation, Reference to Contract No. 

CF-7-112" (Minneapolis. August 14, 1!»7 U. p. 1. 
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training. CDF wji.h to bi? responsible for installation and warranty 

of the computer system. 

The Chinese proposal received by CGG in late February 1973 cov- 
ered all kinds of equipment used for the acquisition and the proc- 
essing of seismic data for offshore. and onshore oil exploration. 56 
CGG/CDF did not know at that time whether TechimportV letter 
was an inquiry or a request for a proposal. Therefore, in late May 
they couched their reply in such a way that it could be considered 
as a proposal. 

In addition to the emphasis on lower price in their reply, als^ of 
importance was the company's statement that it was important to 
"establish contacts- * * * on a direct basis [emphasis added] as it is 
unnecessary and often less efficient to work through intermediaries 
especially when dealing with friends." 5t £s 

CGG/CDF s approach turned out to be the right one, since the 
Chinese suggested in mid-Juiy that discussions begin ,as soon as 
possible; the first meeting took place on August 4 in Peking, 58 It 
was at once clear that Techimport considered CGG/GDF's answer 
as a proposal and that the immediate task of the sessions was to; 
conduct technical negotiations: At the first meeting the Chinese in- 
dicated that they were interested in a medium-size processing com- 
puter as well as certain kinds of field equipment. Other points 
raised in subsequent technical negotiations on August 8 and 
August 18 were: 

The possibility to tfi>t a convolver or an array processor in due time; 
The balance of the possible configurations; 

The possibility to easily extend the cohRgaration in the future. 

The capacity of the proposed systems; . ....... .. _ 

The easiness to adapt our software to the operating system of each computer. 
The technology of different com p titers; VJ 

It is interesting to note that during the technical discussions Chi- 
nese specialists were convinced "that IBM's computer technology 
was more advanced than that of CDC. Thus, the visit by the Chi- 
nese Electronic Society in October 1973 assumed all the more im- 
portance in light of the incipient technical negotiations between 
CGG/CDF and Techimport in which the Chinese were not knowl- 
edgeable about CDC. 60 

Such lack of knowledge about CDC was reemphasized during a 
discussion that a CDC official had in Washington, D.C., with the 
PRC that "although Mr. . . . had heard of IBM, he had hot heard 
of CDC,'' 61 So CDC's negotiating problem in this instance was to 
^persuade the Chinese technicians that CDC computer configura- 
tions could indeed compete with those of IBM. 

During the negotiations the Chinese asked very detailed ques- 
tions about the CDC computers. Detailed answers to the questions 
covered sessions on August 17, 18, and 20. , Following the meeting 
on August 20 the chief Chinese negotiator said that commercial ne- 
gotiations could be started earlier than anticipated and that CGG/ 



ibid. - - - 

» 7 1 on tco I Data Corporal ion , ' ' I nteroffice M emorand um" (Minneapolis, May 19, 1 i h 'A ), p. 
•"^Control Data Corporation, "Interoffice Memorandum" (Minneapolis, August 28, 1 97.11, p. 2. 
sa Ibid. - - 

80 Control Data -Corporation. "Trip Report to Washington, D.C. ' (Minneapolis, August 10, 
1973). p. 1. Such lack of knowledge about CDC was rectified during the meeting. 

81 Ibid. 
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CDF wdii Id be advised when they would begin. The GGG/CDF rie- 
gotiators concluded that it might be several months before negotia- 
tions might resume. 

According to our recent experience, confirmed by the tasks we had in the. hotel. at 
Peking witfi a lot of people of many companies and nations having Qulstanding busi- 
ness with Techimport, it has to be foreseen that technical and commercial discus- 
sions about a major computer could last from S to 10 weeks. 0 - 

But despite the anticipated delays the negotiators concluded 
"that CDC and CGG have a fair chance" of securing the contract. 
Chinese computer specialists who were very familiar with integrat- 
ed circuits were concerned about the technology of the two .pro- 
posed CDC Cyber 172 computers to be included in the processing- 
center transaction. At a meeting in Minneapolis on September 27, 
197:*,. between CGG and CDC officials, the basic problem "of the 
need to convince the.Chinese that CDC technology is and will con- 
tinue to be state-of-the-art" was again-highlighted: 63 It was agreed 
that during the visit of the Chinese Electronic Society in October 

1973, the rationale for use of CDC technology would be covered. 64 
The CGG/CDF negotiators were correct. Negotiations were post- 
poned until January 1974, while the Chinese made every effort to 
learn more about CDC's product. In fact, during January four Chi- 
nese geophysicists worked closely in Paris with CGG, and Cyber 
hardware and software presentations were made to them by CDF. 
Thus, in a CDC "Summary of China Progress to Date" at the end 
of 19?:?, company officials were convinced that "responsible Chi- 
nese in the computer industry know Control Data, its products and 
capabilities." 65 This conviction was the result of no small CDC 
effort. During the period from September 21, 1973, through March 

1974, no fewer than 18_meetirigs were held in various parts of the 
world between CDC and various Chinese organizations, Chinese of- 
ficials, and influential U:S. persons. 66 

The meeting between CDC Canada officials and the Chinese in 
February 1974 at Peking is illuminating. During one of the many 



* 5 Control L);iia Corporation. "Interoffice Memorandum— Minutes of Meeting of CGG" (Minne- 
apolis. September 27, H>7ii). p; 2: . ..... 

V mid During the September meeting with CDC, as an aside one of theXGO negotiators com- 
mented on the difference, based on his experience, between dealing with China and AviUi.the 
USSR In his view the Chinese are more serious in their husmess discussions, and more honor- 
able. Henry Kissinger. in i "The White House Years" (Boston: Little, Brown, 1!)7!», makes similar 
j>ercei)tiYe com men Us regarding the Soviet and Chinese approaches to negotiations: . . 

•'The Soviets offer their goodwill as a prize Tor success in negotiatioiis,_THe_Chinese use friend- 
ship as halter in advance of n egot i at ion; by ad mitting the int crlocutor to at least the a ppea r- 
arice of personal intimacy, a subtle restraint is placed on the clamis he can put forward . . -. 
rr<.ve_from infallible dogma to unchangeable positions (however often they may modityJthemi 
( h nes< h avirig bee n c u U u r il ly pree m i n en t i a t h e i r part of the wor 1 d for mi llennia ca n even 
ust> Kelf criiicism as a tool: The vis.itorJs asked, for advice— a gesture of humility eliciting sympa- 
thy uniLsupporl, This pattern also serves to bring out the visitors values and aims^ne is there- 
by" committed, for the Chinese later can (and oftemdoJ refer to his own recommendations, the 
Soviets with all their stormy and occasionally duplicitoas behavior, leave an impression of ex- 
traordinary psychological insecurity. The Chinese stress, because they believe in it, the unique- 
ness of Chinese values. Hence they convey an aura of imperviousncss to pressure; indeed, they 
prompt pressure by implying that issues of principle arc beyond discussion. , 

"In creating this relationship Chinese diplom u t.s, at least in their encoune v? with us, proved 
meticulously reliable, They never stooj>ed7tq petty maneuvers; they did ncn^h^. -.^eUhey reached 
their bottom line quickly, explained it reasonably, and defended it tenaciously. , They stuck to 
the meaning as well as the spirit of their undertakings. As Chou was fond of saying Our word 

C °«* Control Data Corporation, "Summary of China Progress to Date" (Minneapolis. December 

:h, W.u. p- 

6B Ibid., pp. 
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sessions devoted to briefing Chinese technical personnel on CJJQ 
Cyber equipment, the Chinese stated that "all decisions were politi- 
cal before financiaL'- * 7 [Emphasis added,] Thus, this was but an- 
other round in the "get ti rig to know CDC" scenarios. 

According to company "negotiating notes" in early 1974, there 
were four items of "concern": 

Risk-of-loss clauses were to remain the same, 

No concessions were to be made on benefits to on-site person- 
nel. Also, the right to exchange them, if desired, was to be 
maintained. - 
No indirect damages were to be allowed. 

Arbitration was' acceptable in any country except China, 
France, Sweden, Switzerland. Moreove r the law of the country 
should apply. 
Payment terms were very explicit: 
20 percent down; 

20 percent on pre acceptance test; remainder on delivery (ne- 
gotiable: we will accept 10 percent down); 
50 percent total before delivery; and 

90 percent on delivery, final 10 percent on completion of ac- 
ceptance. 6 *) . ! 

Moreover, the negotiators were to quote "standard GBC prices 
for hardware to China/' They were instructed specifically, that 
"they may not discount." However, 10 percent of the hardware 
price was "negotiating room" that included the fee to CGG, and 
"other free things." 

The notes indicated that the Chinese might bring up questions 
concerning deferred payment and payments for training: The nego- 
tiators were instructed that deferred payments were acceptable if 
French government financing \yere available, otherwise not. 

On the question of training costs, CDC would supply a rental car 
ar.d $12 per diem for living expenses for the Chinese while in Min- 
neapolis. The total would come to $35 per day. 

VI. The Final Signed Contract 

On August 14, 1974, some 18 months after receiving the Chinese 
proposal, a contract was signed between Techimpprt and CGG/CDF 
for the delivery of two Cyber 112 systems to the China National Oil 
and Gas Exploration and Development Corporation. The total 
value of the contract was approximately $6.8 million. At the time it 
was the largest contract signed between Techimport and a comput- 
er manufacturer: 69 It was a "turnkey" package for a large national 
seismic data processing center located in the Peking area. CGG/ 
CDF, working as joint contractors, were to provide the following 

products and services: ' . ; 

'-Site planning, equipment, and engineering; training of 12 
Chinese engineers during 7.5 months; two Cyber 172's and two 



n 7 Control Data Corporation, " I hterbffice Membra ihcluni— Trip Report to the People's Republic 
of China, January 17. 1974" (M inneapolis, March 7. 1974). p. 2. 

* M Control Data Corporation, "Interoffice Memorandum— People s Republic of China-CGG Ne- 
gotiation'' (Minneapolis, February 20, 1974). p. 4. « 

"Control Data Corporation, "Seismic Contract with China", (Minneapolis, September 27, 
J974X p. I; "Interoffice Memorandum— Joint Contract with CGG in China" (Minneapolis, Sep- 
tember la. 1974), p. 4. 
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sysu.r;. jT'sj complete set of spare parts; and complete CGG 

seisrn:r product set and special electronic equipment. 

A cor^lete listing of prices of these products and services^is 
shown in'Table 2. The purchase agreement essentially stipulated a 
95 percent cash payment in U.S. 'dollars to CGG/CBF at the time 
of delivery, f;o.b; France, plus 5 percent after acceptance. 

TABLE 2.— PRICES Or GOODS AND SERVICES SOLO TO TECH1MP0RT BY CGG/CDF, 1974 



List w-- Discount once (U S 



Gootfc/'*f vices Li—-" n c ^iiin fowV 

French Irancs _aS_0Qll3^ 



Cyber 1/2 4 seism.c processing systems . ..; 22 708,055 00 4 6 82. 258. 76 5.260.S5 

System 1 1 seism.c preprocessing system 2,396,96 .0 

Software of Cyber 1 10 and system 1 17 2, , 20 .00 50 4.725.78 4 9.300 

interactive erabh.c system 426,000.00 87,835.05 79.930 

D^SXls 1.409,825.00 290.&85.57 264.524 

SE S 594,278.00 122,531.55 111,504 

t,3 U70.000.00 241.237.11 219,526 

cls^bS 1.3/1.550.00 282,793.81 257,342 

Sen's ' 2.872.013.81 592,167.8? 538,873 

technical support 815.700^ 168.185_56 _15W? 

Total price of contract • 7.466,639.57 

Total price after tount t>,H^,o^ 

Note The conversion /ate. used in the contract was French Irancs 4 85 US $1 
Source Conlrol Data Cofp 

The delivery of the Cyber, equipment was planned for "not later 
than February 20,1976.' r Chapter 12 of the contract addressed force 
majeure contingencies as follows: 

If either of the contract parties is prevented from performing his contractual obli- 
gations after signing the contract due to war, serious fire, flood, earthquake, or 
some other causes agreed upon between both parties as cases of force majeure, the 
time for performance of the contract shall be extended by a period equivalent to the 
effect of such causes. 70 , 

Of interest is that in the event of the force majeure instances 
mentioned, "the time- for performance of the contract shall be ex- 
tended"; the contract would not be revoked. After stipulating pro- 
cedures to be fallowed in force majeure cases, thepontract stated— 
quite fortuitously,, as it turned out: <*■ 

Should the effect of force majeure mentioned above last over 120 (one hundred 
and twenty) consecutive days, both: parties.shall settle nptwadwaf. the 
contract through amicable consultations as soon as possible. 71 [Emphasis added I] 

„ As it turned out, such "amicable consultations" were necessary 
because of difficulty in getting a U:S: export license. 

,, VII. Follow-Ons 

Cyber System Contracts 

Four vears after the signing of the iirst contract, CDC, with 
eDF/CCiG as a partner, signed contracts^ith the China National 

"c^n^Data Corporation. "Interoffice Memorandum" (Minneapolis. September ^, 1978). p. 
24 A&j see Chnt-ol Data Corporation Contract for Complete Equipment for Large. Size Seis 
Scmln^O^t^^ntract No. 78ME-45090F (11)78)" (Minneapolis, December 22. 
1978), p, 33. The langu*..,.- n Force majeure >n both contracts is the same. 
7 » Ibid. 
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Oil and Gas Exploration arid Development Corporation for Cyber 
Systems equipment .valued tit_ $69.84 million. Table 3 summarizes 
these transactions: The-contract Jc.r the ten Cyber 172s, a Cyber 
173, and a Cyber 175 was sighed Df*' :\v...v 22, 1978, _with_the China 
National Machine*:;/ ■ lport .and £v;> t Corporation, the end user 
being the CHnr ;? Mortal Oil :sn Exploration and Develop^ 

merit. Corporai'pn.. Delivery o r ...r ^ items was contracted for Sep- 
tember 1; 1980. 7 - a A summary of tne contract chapters and annexes 
is shown in Table 4. * 1 

Table X.— i.97$ CDC China business closed with CDF/CGG as a partner 



Qrtlcr tlatr ami cuxtomer name System tyf)b 



Pi<cvnib«M' 1 !>TS : Oil and Gas Corp., Tsuoshien Add-on equipment. 

December I'JTS. 

Oil and Usui Corp.: 

Urumthi 2 X Cyber l72's Map II 

Tsamkontf 2 X Cyber 172 s, Map II. 

Tien us in 2 X Cyber 172's, Map II, 

- IVJtiuK : , : 2 X Cyber 172's, Map II. 

IKwhilii-r I9".S Oil jirifJ 'Ja.s Corp.. Tachintf Cyber 173, Map III. 

December \\Y1*\ Oil arid (ias Corp:. Tsuosriien Cyber i7. r >. Map III. 

I>irmbtT VMx (ft-t,Ioj>y Corp:; Nanking 2 X Cyber 172's, Map It. 



Sou rev (*nnlr:»l \htln lurv * 



Tahi.k 4: — CDC contract for complete equipment for a targe-sue seismic data 
processing center, ItiTK 

Chapter/annex and eon\e/ifs 

Contract summary: 
v I. Subject of the contract. 
' 2, Price. 
'A. Hay men t. 

4; Delivery arid terms of delivery. 
f>: Shipping documents: 

i\. Packing and marking: ^ 
7: Inspection; . 

8. "Erection, calibration, and acceptance test: 

9. Guarantees and claims: ; 

10. KeiiaJl y Jo r delayed delivery, 

11. Dispatch af trainees and technical service: 

12. Force, majeure, ; — 
!•$. Taxes, and .duties. s**~ 
14. Arbitration, _.'__/ 

lo. Effectiveness of the contract and miscellaneous. 
16. Legal addresses. 

Annexes: . 

1. Scope of supply and list of prices- 

^. Contents, time, and manner 'of delivery for technical documentation and 
drawings supplied by seller. 

_ ; i Specimen of letter of guarantee issued by Banque Franc/use du Commerce 
Exterieur, Paris. 

4. Stipulation^ of calibration i and (acceptance of "equipments,** 

5. Terms of seller's acceptance of trainees sent by buyer. 

6. Terms on service by seller's technical personnel, . } 

7. Terms on F.CO.'s. • v " 
H. Spare parts list. j 

Source: Control Data Corp: ' , ' 



"Control Data Corporation, "Contract for Complete Equipment for Larfce Size Seismic Data 
Processing Centers," p. 5. 
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Although tniinv contact- wore made with the Chinese prior to 
the actual negotiations; it was only in April 1978 that serious id is- , 
cussion got under way, with the visit by CDF management to 
Peking.™ A formal Chinese request for a proposahfor three Cyber 
173s for so! nic processing was received on May 10, 1978. At this 
time negotiations by the Chinese. were already under way with Hi- 
tachi and IBM. 74 The Chinese obviously were, enamored witlx the 
prospect of exploiting their offshore oil reserves,.- which one U.S. oil 
geologist estimated as possibilv/totaling 30 billion barrels. - 

The negotiations for these contracts, very similar to those for the 
first contract, began in earnest on June 1, 1978, in Peking and 
were conducted by CDF personnel. One of the principal questions 
of the Machimpex negotiators concerned the possibility of the 
United States granting an export ' cense. In fact, the Chinese nego- 
tiator led off by stating, "We do not propose Control Data equip- 
ment because past experience has shown us that you have extreme 
difficulties in obtaining export licenses for it. 76 The CDC/ CD * ne- 
gotiator responded by acknowledging that ' licenses for the exporta- 
tion of these first machines Were extremely difficult to obtain, tie 
then countered saying that he would be "extremely surprised and 
disappointed" to discover that the Chinese penalize a company like 
CDC that "plays the role of a pioneer" in securing export licenses 
for such systems.* The Chinese countered by asking if CDC was able 
to deliver this equipment rapidly to China, CDC responded^ affirma- 
tively but did not ask for a precise explanation of what rapidly 

""Following these sessions in Peking, CDC/CDF prepared a letter 
describing the Cyber equipment that could b| rie^rated arid deliv- 
ered rapidly. In an interoffice memorandum the CDC/CD* negotia- 
tors emphasized that the intent of the letter was to put the accent 
an the rapid delivery of the Cyber equipment while leaving the 
door open for the possibility of slightly more sophisticated equip- 
ment to be delivered on a medium- or long-term basis. The negotia- 
tors stressed, however, that considering the delivery requirements 
voiced by the Chinese, they refused to undertake negotiations for 
the sale of this more advanced equipment. ,. 

During the next few months the ^'getting to know you scenario 
described in detail earlier was played almost with abandon by the 
Chinese On June 20, for example, CDF management was invited 
bv the PEC nnibassador to France for an evening of discussions, in 
July a Choose delegation that included 12 potential computer 
users visited CDF in Paris. Prior to the visit to CDF, this same Chi- 
nese delegation had visited the United States to tour CDC and 
Univac facilities, 77 and to "further understand the products and 
capabilities" of Univac and CDC. While in the United States some 
members of the Chinese delegation commented on CDC s competi- 

" Control Diitn Corporation. ••Presentation" (Minneapolis. ftuRUst 30, 19791. p, 1 15. 

if proved, could amount to all the proved reserves m the United r ^{^-_- 

^Control Data Corporation, 'TripBe^rt" (Minneapol.s. August- a 1U78I. p. 1. ^ 
77rv«t»..,i n»fi Hnrboration "Interoffice Memorandum— The Visit of.... . . -ixxiy U-Uiir> <Ju»y 

H ^tw^K^ * P. 1- H » interesting thai in. May this delegat.on had been 
in Japan visit"")? Zith Fujitsu. Hitachi, and NEC |A Japanese computer firm]. 
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tiorL Some membt'rH of the delegation were very impressed by the 
Japanese marketing skill, particularly^with the Japanese manage- 
ment staff s ability to speak fluent Chinese, their use of technically 
competent people to givje presentations, and the provision of com- 
plete &nd detailed technical information. Other CFC competitors 
were also singled out> particularly IBM, Some delegation members, 
however, did not believe that IBM would be very successful in 
China because of the company's orientation toward commercial ma- 
chines. In its documentation work IBM was ave/red "to be second 
to nobody:" 78 / 

Continuing the "getting to know you" process, on September If, 
1978, the PRC ambassador to France again invited CDF manage- 
ment for a session with the Machimpex general manager, who was 
in Paris. In early November a Chinese Oil Ministry delegation vis- 
ited CDF in Paris. This- visit was followed, on November 23, by a 
Chinese invitation for CDF management to meet with the vice-min- 
ister of.jSetroleum. A basic issue in these discussions was the equip- 
ment configuration. The Chinese, because of the immensity of the 
requ i red ex pi oratio n tasks, wanted the most powerful and sophist i- 
cated CDC computers and peripheral equipment available: CDC, 
aware of the export license problem, cautioned restraint. The issue 
was resolved and 'the. $69.8 million contract was signed in Peking 
about eight months after the serious discussions began. 

As of June 1981, however, the U.S. government still had not 
granted final approval for the entire transaction. GDC had been 
told "emphatically" at the very highest levels of U.S.. government 
that the government wanted to provide special attention to China 
and that these systems should be approved and delivered prompt- 
ly: 7 . 9 It was only 'a question of time. Ironically, in this instance it 
took CDC longer to negotiate with its own government concerning 
a commercial transaction than with the Chinese. 

Other Venture* 

CDC, like many other U.S. companies, is currently exploring a 
host of new commercial ventures with the Chinese. It is_ much too 
soon to predict the outcomes in terms of benefits obtained or the 
part ic oi lar obs tac les e n cb u ri t e red in th ei r n egotia t io hs . In any. ye n- 
ture with U.S. firms, the Chinese have stated that "mutual benefit, 
mutual_cbo^eratibh and long-term relationship" must apply to any 
pending association. 80 

Concerning commercial proposals related to computer technol- 
ogy, China will want to export products as part of a system, but 
will agree not to sell original equipment outside China. In a strik- 
ing departure from past policies, China will agree to deferred pay- 
ment terms, but interest payments and other terms will have to be 
in accordance with the International Convention of Paris. 81 



7 »ibid, 

7B Control Data Corporation. "Interoffice Memorandum*'_(Minneapoli8. April 10, 1980), p. 1. 

80 Control Data Corporation, "Interoffice Memorandum— People's Republic of China (PRC) 
Trip Report** (Minneapolis, August 20, 1979). p; 14: 

81 Ibid. . 
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Ln. a January liiKji letter to ('DC concerning the establishment of 
a joint venture, the CMiiR^se reiterated many of the problems 
attendant on such an enterprise. 

Thrmigh-thr ma: . talks, both sides are quite clour that two key problems should 
be solved first: (H Mow the Joint Corporation should compensate, for the dollar ex- 
jH-nditure oh your side with dollars : : and, (2) what about profits?"- 

The Chinese proposed that, the problem of the dollar income be 
"solved " by the joint corporation's providing service in the United 
States through contracts to process arid develop CDC software 'Tor 
any other U.S. users." The dollar income of this business would be 
used "to compensate" for the necessary expenses in dollars. The 
Chinese suggested that it is "quite probable" that the joint venture 
"mav lose in the first 2 years,, balance in the third and make a 
little profit in the fourth and fifth years." In short, "if both sides 
trust and support each other, work hard together, it is possible to 
make a profit of ten percent after 5 years." H: [ 

The director of strate.de studies and world-wide product^ planning 
for General Motors has put the problem of negotiating ventur ar- 
rangements with the Chinese in a wider perspective than just 
profit and loss. General Motois is negotiating an equity joint ven- 
ture with the First Ministry of Machine Building covering the 
manufacture and sale of heavy-duty trucks to China. In addition to 
General Motors, three European companies and two other U.S. 
companies are negotiating with the First Ministry: This General 
Motors executive observed that discission with Chinese officials re- 
garding equity. joint venture possibilities revealed a noticeable lack 
of communication between various ministries and government 
agencies* as well as the presence of a high degree of competition 
and rivalry, this situation not only is at the center of bureaucracy; 
a similar condition^exists between central and local authorities. 
This lack of cooperation and the overlapping of responsibilities 
complicate the joint venture negotiation process, since answers to 
critical questions may be different, depending on the source. 84 

CDC's approach to the China market is best^summarized in one 
of the company's review memorandums written in April 1980: 

To is>ist China in its modernization and development plans, thereby securing 
Ioiik term markets and ripply sources for CDC 1 ir^i > m^h to «ot the attention of 
the power .and policy centers in China and basic crouch to be essential to their 
future, and a syne rtf i is tic and t ot a 1 a p proa c h to as pec i lie product and ^eogra p h i ca 1 
areas that link "selling and buying in a cohesive package. h:% 

In order to be successful in China, CDC suggests that a sustained, 
long-term effort of 5 to 10 years may be required. In short, the sub- 
stantial profits will go to the long distance runners— or, as the Chi- 
nese might say, "to the old friends." 



( huM-sc r'tireigfi Trade Corporation. "U-tier to Control Data Corporation" (Peking. January 
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Introduction 

With _thp_ establishment : of diplomatic relations between the the 
United States and the People's Republic of China in January 1979, 
a _ y 0-yea r era of _po 1 i t i cal est r a h ge men t }: n d ed a n d t he process of 
economic normalization began. Th*> impcr^nce both governments 
attac hed to this e ffort was underscored wK n President Ca rter and 
Vice Premier Deng Xiaoping agreed to establish the U.S.-China 
Joint Economic Comm it tee (JEC ) as the institutional mechanism to 
oversee the development of bilateral economic relations. The subse- 
quen t t h re e years wit h esse d the emergence of a bila tera 1 eco nomic 
relationship whose rapid development has been almost as remark- 
able as the reversal of the U.S. -China political relationship from 
enmity to friendship. 

The re-estabiishment of bilateral trades financial and investment 
ties with the People's Republic of China has been the result of 
carefully orchestrated efforts by bot 1 governments. These efforts 
sought to remove impediments to normnl economic interchange 
which had been erected for- poluical r <sons L and to P rov jde 
Common gro* :nd rules for' mesh_ing_ : wo \-\ \ ; v different .economies^ 
both enormous in terms of size am ! ^sources but far apart in 
terjTis of market-orientation an stage oj' development. Each gov- 
ernment moved quickly through a series of high level exefianges 
a rid n ego t i ations to tack 1 e t he process of eco no o norma 1 i zation ; 
within the American Government, the U.S.-Chi Joint Economic 
Committee was established to coordinate the i. .plerrieritatiori of 
this objective. 

Normalization op Economic Relations 

While January 1, 1979 signaled the culmination of bipartisan ef- 
forts, begin n i ng with President : Nixon _and_ _ span ni ng _ almost. __a 
decade,- to normalize political relations, it also marked the begin- 
ning of a new period of economic relations. Over the preceding 

*The-opinions expressed in this at'ticle are those of the author and do not necessarily reflect 
those of the Treasury Department: 
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thirty years ecouotiiie reiiitiun.s Hud been virtually nonexistent Bi- 
lateral' iracle in 1977 was $.'{7.1 miUion— a small Iraption of the. ?:>..> 
billion it reached at the end of 15)81. • ..nmereial relations were 
hampered by the absence of both a bilateral trade agreement and 
most-favored nation tariff treatment (MFN). 1 , In addition, Chinese 
commercial property in the JJ.S., .mch as vessels entering U.b. 
ports, was subject to attachment by American claimants whose 
assets .valued at $1!H> million) had been taken by the Chinese Gov- 
ernment after the 191i> revolution.- • 

Private banking and financial transactions were mhjbited by the 
Johnson Debt Default Act of l«.)o4 which prohibits U.S. individuals 
a--,u corporations from making loans to, or purchasing the securi- 
ties of any foreign government which is in ' default on its obliga- 
tions to the U.S. Government,* U.S. Government export credits 
provided by the Export-Import Bank (Eximbank), foreign assistance 
provided bv the U.S. Agency for International Development (AID), 
and investment insurance offered by the Overseas Private Invest- 
ment Corporation (OPIC) were also restricted by U.S. law/ 1 Trans- 
portation and communication links were lacking as well. 

The United States-China Joint Economic Committee Under the 
Carter Administration 

With political normalization achieved, President Carter and his 
cabinet recognized the importance of removing existing obstacles 
and establishing a framework for normal economic interchange. 

mmiimmmmmm 

mem of ,t.s o.'sU.rul.nK ,x*. , ^^na4tershid in fklnterm.tionnl Monetary Fund 
^ThrWllt'^K^ bTJI^In^M does not apply to members of those 

sistanti and ^arani^s to U»ni. Hit. '£*g~£ B2(Kbl and ^20(0. nnd similarly re- 

mines that it is in the national interest. 
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They werr tonally c oncer: it -d that U.S. economic policy toward 
Ch i n a be c o i is isl e i\ i I wit f i ov< » r a 1 1 U.S. fo re ij> n pol icy b bj ectives ._ To 
ensure that economic policy toward China was carefully coordinat- 
ed and reflective of U.S. strategic interests, the Carter Administra- 
tion considered the merits of establishing a joint economic commit- 
tee with the Chinese. It Was envisioned that this committee would 
differ from joint commissions the United. States had with other 
non-market economy countries which by late VMS were focusing 
primarily oh trade promotion and business facilitation.- 1 While 
commercial issues were recognized as a critical ingredient in ail 
economic relationship with China, one of the major objectives of 
U.S. policymakers in the ea**iy days of normalization was to set up 
a forun 1 which wo u Id ove ;' see the reestablishment of all aspects of 
economic ties, such as finance, investment, trade, business facilita^ 
tion, transportation, agriculture, etc. During their January HO, 1979 
meeting in Washington, President Carter and Vice Premier Deng 
Xiaoping discussed the possibility of creating a b.iateral forum and 
agreed to establish a joint economic committee: 

Treasury Secretary W. Michael BlU men thai was appointed by 
President Carter to negotiate the specific arrangements for the es- 
tablishment and functioning of the Committee. In February 1979 he 
visit ed. Chi nil to meet with Vice Premier Yu Qluli, a leading Chi- 
nese -official with broad economic policy responsibilities and head of 
the State Planning Commission. During this visit, an agreement 
was reached regai i» " ^ the specific purpose and nature of the joint 
committee, which was formally named the U.S. -China Joint Eco- 
nomic Committee iJECi.^ As had been agreed by President Carter 
and Vice Premier Jvig Xiaoping, it was decided that this commit- 
tee would serve iht f ;rpl >: for both governments to meet at 
:i Jl H ua 1 1 y t ;-.:r"(f'' e a a > o verse e the develop me in it of their 
economic relat < e:: "y Blumenthal and Vice Premier Yu 

we re appoi h t cm > : ' h a 1 r in i_ e ; ; the i r d e l_ega t i o n s we r e_ to : cons i st of 
representatives of ministries and agencies with ec^omic responsi- 
bilities in thei r respect j ye gover nmen ts . An in itial o EC age ri dc, was 
also agreed on; it included settlement of official and private claims; 
trade, aviation and shipping agreements; business facilitation; tax- 
ation and expansion of .banking ties. In addition, Secretary Biu- 
menthal and Finance Minister Zh ng Jingfu initialed an agree- 
ment resolving the claims/ issets problem. Both sides also opened 
discussions on trade, banking and tax issues. 7 



'These are the: Joint U.S.-U.S.S.K. Cewnnercia! Commission; Joint American-Polish Trade 
Crmmission Joint American Romanian Economic Commission and the U S -Hungarian Joint 
K\*o n u mic . a n d C 'on i r n i e r c i a I _C< ) mm i 1 1 ee . _ 

i% PI* -j is*- set Apjy ndix I for the text of this Understanding, 

3 Oiu e the ipi* suon of private claims and frozen assets w,ah largely sett-led, it was a 1 \ to 
begin. clisetis.sio.ris of ii bilateral triideiigr_e.ohie.iit: State iXssUiliin t .St*cret«ary -Kat^^iihH --' v-^Kuri- 
she-hjj... V ce Minister. .Ministry of Foreign Trade held preliminary talks on elements 01 a trade 
agreement. Tax discussions were jeti by Treasury Deputy Assistant Secretary Suftley and Lin 
KbrigsHehg, Deputy Director of the General Tax Department, Ministry of Finance. The U.S. side 
outlined. U..S, income Ujx iis_; * . corporations, U.S. tax treatment of _foreign-_sQUrce income, 
and .iijministr.it ton of U S tax I >w; The Chinese 1 described their industrial /commercial -consoli 
dated tax and income -tax 1 oth* r current taxes were also mentioned the vehicle tax md 
c\i~. . r'v'i\l .estate tlix. Much of the discii»' : 6tii. however f<>cused oh. the U^S^ foreifjri tax credit! 
Banking talks, led by Treasury lender & , cretary..for . Monetary Affai.. Anthony Solomon and 
Chairman of the B ink of China Qiao Peaxin included a review of international financial institu 
tions U S Fximb ; nk operations the Chinese banking system ind foreign bank operations in 
China and the U jitc , d_States._Tb.e Chinese indicated ah Interest in establishing a branch office 
of the Bank of C; inn in New York. ; 
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Over the next eighteen months, each government began to ad- 
dress items on the J EC agenda. On the U.S. side, the Carter Ad- 
ministration consulted with the Congress about the application ot 
the Jacksbn-Vanik Amendment to China and the steps required to 
qualify China for MFN tariff treatment and ILS. Government 
export credits, through dipiomatic channels, negotiations were i*-- 
tiated on trade, textile, aviation and sliipping- agreen: .nts. Subse- 
quently, both sides agreed to delay the first formal ,^C meeting 
until some time in 1!)80, when it was expected that many of the 
initial JEC agenda items would be resolved. 

There had been considerable progress by the time the first ses- 
sion of the Joint Economic Committee met on September 16-18, 
UM) in Washington. The Claims Settlement and Trade agreements 
had been formally signed. Two-way trade during 1979 had reached 
billion— almost V Sat oi 1978— and was -expected to ^ap- 
proach $4 billion by : f MWO. By mid-year 1980, more than 
50 American banks h ■.- • cspondent relations wicsi;the .Jank ot 
China, and the U.S. congress, at the urging of the Executive 
Branch had taken the necessary legal steps to permit Chinas 
access to Eximbank, OPIC and the Trade and Development Pro- 
gram (TDP). 8 i - ; - - - , , 

Similarly the overall U.S.-China relationship had broadened sub- 
stantially by mid-September 1980. The most obvious manifestation 
was the burgeoning private and official contact between the two 
countries On the heels of numerous cabinet visits to both countries 
came Chinese delegations to the U.S.— averaging 100 per month 
and American tourists to China— more than 60,000 in the first halt 
of 1980. Consulates general had been opened by the U.S. Govern- 
ment in Guangzhou (Canton) arid Shanghai, and by the Chinese in 
Sari Francisco and Houston. A bilateral science and technology 
commission had been established to oversee cooperation and imple- 
mentation of 'protocols in more than 16 areas. A cultural exchange 
agreement and implementing accords had also been signed Al- 
though there was no formal understanding for a security relation- 
ship, U.S. export controls we: * being modified to permit sales ot 
certain military support 3qu.'pmen.t to China. . .. 

Thus, the first session of the U.S.-China Joint Economic T^nnm- 
tee had a solid political framework as a backdrop and itseitwas a 
highly visible and successful event in the development of bilateral 

"An agreement- on -.niging trade exhibitions was signed during Commerce 
trie i to i Chins May 1,73 Subsequent exchanges of economic officials pcluded -US^cral 
^^e Board ChaSW 

Minister Li Qiang Peopled Bank of China Chairman Xj_ Biiohua -nd Bank of China Chairman 
H. M nL ViS Presic^nt Mondale visited_Chin9. in August 1979. and announced mat the^U.S. 
KxirSk w t is i,ra5ared_tQ make $2 billion in credits available to China on a cas^by^ase. basis. v 
* K Sl wis „ No KmS ?o be a "friendly country" so it could- be eligible for 2eimbursable 
Jevelop^en assists in compliance with Section. fitt? and \m of .the Foreign ^gtajice A c ^f 
lQfii amended The AL- ' on Trade Relatiom between the US. ano PKC P - which ^as 

i^pd dnTulv 7 i97? wal ^ -d bv the Administration to the Confess on October 2J. 1979 

wiTh thi neceWa7v Preside"- ickage (implementing proclamation and emigration as- 

^ nnc h . pS -ses of Congress and entered into force on February. 1. 

m Once the JacKS V ■ >im were waived. Eximbank needed only a PreagenUp. 

1 J *V- .11; S> m,r ti lending to China. This was made on April 2. 1980. The 

S at T U 5 Zl ^Rp , on July 21 ttod July 28. 1980, respectively, approved legis- 

S goy™n£ haraSed negotiation of textile, consular. Civil aviation and mar.t.me 
agreements. 



economic tk»H; It underscored the US-China economic relationship 
a« orit'.bT the. most i.rijiortaht. results of the establishment of dipl<> 
v :c ties. The September U)8() JEC sessiort, chaired by Treasury 
:* etary G. William Miller and Chinese Vice Premier Bo Yibo, 
niriated in a White House ceremony during which President 
i ter and Vice Premier Bo signed bilateral textile, civil aviation^ 
i: itime arid consular agreements. 0 On that occasion, President 
C er stated that "the normalization of relations between the 
V' ed States of America and the People's Republic of China is at 
la^: complete;" 

Although substantial progress had_ been made, the Committee 
stiM had a number of important matters to discuss: To allay con- 
cerns about China's economic retrenchment, Vice Premier Bo em- 
phasized that China's policies to modernize and expand- foreign-eco- 
nomic relations would be continued. Throughout his U.S. visit, Vice 
Premier Bo encouraged the American private sector to be patient 
as China readjusted its economy and to look to the longer-term op- 
portunities for trade arid investment which China's modernization 
program might offer. 10 In terms of bilateral relations three general 
issues emerged as the center of the JEC discussions. 1 1 At the fore- 
front was the question of finance. China's access to U.S. Govern- 
ment programs such as Eximbank, the Commodity, Credit Corpora- 
tion, the Tr-de and Development Program, and" the Overseas Pri- 
vate I n ves tment Corporation w as rev ie wed . 12 It w as noted , howev- 
er, that the terms and amounts of credita available under U.S. Gov- 
ernment programs were less favorable than_sbme of those .offered 
by the Europeans and Japanese: In response to inquiries about U.S. 
assistance on more favorable terms, the U.S. side explained that 



"Thr Text He Agreement, provides a framework for the orderly development of bilateral textile 
trade It applies to textile products exported from China between January I, 1980 and December 
;t 1 . 1 LJSli. and est ab Usb i>* _ agreed . 1 e ve Ls of t rade for si x_ >ex t He prod uets. 1 1 . also i.nd udes a cp nsul - 
t tain njet h imsm for textile categories not subject to specific ceilings This agreement, signed 
near < ighttcii months of negotiations w ls particul ariy significant since at the time of its con- 
clusion;- China w;Ls.tHe_fi.fth. largest snpphetoiUe^tiltYpro^ The Civil Air Tra.nsr 
port A g ret me n t p n iy i d c d f o r the cstib 1 1 s h mint of r eg u 1 a r ly sc h cd u 1 ed_ d i rect fl ig h ts be twee n 
the U.S. and China. It called for the mitial designation of one airline by each side and addressed 
ryutes. capacity a riJ ca r ' v<'«» ')! traffic.- pricing arid charters^- The Marilime- Trarisp^rt^ Agree? 
m en t v pitted _A me r lean m< ti ( hi nest ports me rch a n t s_h i ps of bot h cpu n tries, for the first time 
in thirty years Ils most rn porta nt provisions dual with port access and c areo-sharing The latter 
p r o v i si on t n i > 1 1 . s t h = ' i' ' » and Chinch, fliv t to tarry at [cost o ne t h i r d o f t h t bilateral -general 
arid built c^rgri :\hipnivi\b& _Tbe Consular Convention. .stipulates .dutjji*S.A>T..AmvricJLn.iind..Cbjnfi99 
consul: r ofljri rs and expands protection ai d services for otizens of both countries. It also pro- 
vides- ■ the est abbs' t of 5 ;e e additional consulates general in each country 

,ct Th r Chinese have. i • pta- edly sought to dissuade America n pr i vat eJ^ tor Tears about r nii.n- 
>s.bi g business opportur ities in China due to Beijing s investment cutbacks in capita] cc -t l 
tion projects. In a March H>*1 ir-^etinf with U.S. industry leaders, Vice Premier JJ© staUv 

during retrenchment, SinoU F -ade m?<y velop at a slower pace ti^an previously, but 
wards the r esu 1 Ls .w j U be ej u i te_ sptv.ta.cu lor.! 



,a At tjie t>rne o! the Jht Kximbank had issue*d one preliminary commitment to assist U S. 
exjxirts of $Sii million worth of steel making equiprrie/it Vo China —although this credit had riot 
been finalized, si rice>._t he. Cb inese. _pos_tponed_.com plet ion of _the_ Baoshan steel . project, whore the 
iijuipioent was to be used China was made eh" bb for full use of the Comniodity Credit 
C orpor ft ion i C( i by passage ot the Agricultural fr i Act of _<i?8 and the US China Trade 
i^ri'ernc nt Thi ( hiriest h ue stil) not requested use of th>s program wim h prov ides directxredits 
i i n (I _gp i.r> I ii t ees u > fi n a n c e s; 1 1 es of II S a g r icu It u raj. good sab rpa d The l r reluctance is p ro ba b 1 y d.MQ 
to the high interest rate's for direct credits which are offered slightly above market rates. 4^1 e 
I r uie and i<»p?nent rri:gram had funded two technical exchanges under the U S.-PRC 

lLviLraiK)wer_ J'rotocuJ by. S«»4;teriiber Ll^U. The. fher.stVLs Private Investment Corporation still 
needed to conclude a bilateral investn>:nt guaranty agreemeni before it cou!d commence pro- 
grams in China, although it had received an expression of interest in coverage from more than 
eighty American cbriiphnies; 




the terms offered by Kximbank were the best it could provide 
worldwide and that legislative constraints prohibited U.S. foreign 

aid to China. 1:1 - . _ ' ~ ~ ~ t - , ; -j 

The second major issue of discussion was; bilateral trade, inclua 
ing Chinas trade deficit with the U.S. The JEC recognized that 
two-wav trade m 197!) was weighted in favor of the United States 
and that some Chinese exports were potentially sensitive to U.S. 
domestic industry. U.S. ; ex ports .for 197!) totaled aj^proxu^ate y $1.7 
billion while Clnhese exports accounted for roughly *59o million— 
the bulk of which was textiles and other light industry goods. 

The fin;fl issue pertained to I he role American firms could play 
in China's modernization program. The JEC acknowledged the in- 
terests of American firms with their advanced technology in devel- 
oping business ties with China. The U.S. delegation stressed the im- 
portance of pursuing measures to meditate business, noting that 
lack of adequate commercial and banking operating conditions and 
physical facilities in China could hmder the expansion of business 
contacts 1 > addition, the U.S. delegation mentioned that it would 
be useful > have more information about China's capital construc- 
tion projects and China's investment: priorities. 

In concluding, both governments recognized that despite pv vious 
accomplishments^ an agenda of items remained to be addressed. 
These were in the following areas: (a) business facilitation— avail- 
ability of multiple entry visas, freer travel and adequate working 
conditions for businessmen in China; (b) trade -xpansion— promo- 
tion of exports and reduction of import barne/s; u) government fi- 
nance and investment programs— clarification of questions regard- 
ing Eximbank and OPIC programs; (d) banking— expansion of 
banking operations in each country; (e) taxation— exchange ot ^in- 
formation on the two countries tax systems and eventual negotia- 
tion of a bilateral income treaty; and (f) investment— exploration _ot 
commercial opportun: ies and procedures for investing in each 

^DisSssioii of many of these issues continued after the first Joint 
Economic Committee meeting. Informal meetings of the Commerce 
Department-chaired JEC working group on Business Facilitation 
and Major Projects were held in November 1980 during the open- 
ing of the U.S. trade exhibition in Beijing. These talks centered on 
improving operating conditions fc r U,S. companies operating i;> 
China Progress was made on the questions of adequate office and 
hc^siwr space, multiple-entry visas, removal _of_ travel restrictions 
for Businessmen and the establishment of government trade offices 

in both countries. - - ; , . - - 

The dialogue on trade practices and policies continued during 
United States Trade Representative Askew'sjrip to China in the 
fall or 1980 and in meetings in January 1981. Both governments ex- 
amined ways to maximize bilateral trade potential and to ensure 
orderly marketing of sensitive products in each country, Regarding 
taxation, Treasury Department tax officials met with their counter- 
parts in October and November 1980 and in May and September 
' Hsf to discuss issues such as China's joint venture and individual 
income tax laws, U.S. foreign tax credit, U.S. model income-tax 

. »a please refer to footnote 4: 

3?V 
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treaty, and. tiixjitjoii-.of. civjj aviation and maritime profits.** 1 Bi- 
lateral grain ami UVIV jitfrwwerits were sighed, in October . 1980, 
and Eximbank agreements were concluded in May 1081. 15 Exim- 
bank approved in September 1981 requests for the financing of $75 
niiUlon of turbme generators and boiler components exports. 

Cooperation in science and technology also expanded, especially 
in the hydro power area following the signing of a Protocol oh U.S.- 
China Hydropower Cooperation, The Trade and Development Pro- 
gram (TDP) of the International Development Cooperation Agency 
assisted in financing- technical exchanges under this protocol, 
which aimed ta increase U.S. private sector involvement in the de- 
velopment of China's hydropower potential. Bilateral trade and 
bunking ties .i! o < ontmued to expand, resulting in U.S.-China 
trade surpassir $ billion by the end of 1980. At that time the 
Bank - of China had correspondent relations with approximately 
sixty U.S. banks and had applied to the Comptroller of the Curren- 
cy for a license t< establish a Federal branch office in New York 
City. 10 

Thk Unitki) Statks-Ciiina Joint Economic Committ:^ Under the 
Reagan Administration 

Wh en the • Rea ga ri A d m i n i s t ra t i o n as s urn ed office in January 
HlXi, it . inhente'd a healthy political and economic relationship 
with China. Secretary of State Ilaigs visit to China in June 1981 
symbolized the importance the new Administration attached to fur- 
ther im |#ro v i ng re 1 ations. During his trip, Secretary Haig empha- 
sized the importance- of continuing high level government talks on 
economic relations. 17 In this regard, he discussed the JEC with 



1 * "rh*» laii- iliHi discussions were led by Treasury Assistant iSecretary far Tax Policy Donald 
l ubitk and Mr. I an Knngsb* ,ig Dt putv Director of the Cener d Hurt hi of Taxation of the Min- 
is, t r V i if Ki n i i_n.ce. . The/?« ' . t a.l.ks. ccn ti« :r< *d . around _ Ch iiuis join t . ve_:it arc. arid .ijtdividua I. i hcoine tax 
saws *huh wire prmnulg iH d in S ternber 1 ( )SI), ind redit ibility of taxes paid by .US. individ- 
uals and corporations in ('Hina -against U.S. income -taxes. Much of the discussion addressed U.S. 
private .sirt-'or.eiidc^riis .about the .extent to whicl. taxation of mc<imo derived IruYn potrbJeum in 
China would b*' • rod it ih!t against U S income t yx Although the joint. Venture income tax pro- 
vides tax r iU s o ir most joint vi ntun ? it. states hat the tax rate on jH trolcum, n atural gas and 
other natural resour s will be stipulate separately The U S. side yxpljinod the U.S foreign 
tax c .red it and typical prov isiorts of _n ..U,S. tax t_ reaty although, trie Chinese .dicLriot indicate an 
interest 1a beginn^ negotiations. Reciprocal exemption of taxation on maritime and aviation 
profits w s ilso dt .us.Kt i Reagan Administration tax officials continued discussions on these 
issjies iii..\la>. aiid.Si'pti'inbi'r liitf.l!- . ... .. . ... L _ 

1 s A ( i iiit i^l St i ( hi n.a Or an A g r * *' ' 'ri « _nt was s ] ^ p_ y<{ Oc to ber 1 1 . 1 «J80 . The Tou r y t a r _a# ree 
fut nt wht-. h wi at in o < r f<»ct January I I 'WO and commits Chimi to purchase (>-?! million metric 
tans wheat and corn innu illv highlights the imports lue of bilateral agricultural trnde In 
HAM!) United. States. agrJcuJlu\r_al exports Mi -China, accoaiited for approximately forty percent of 
total United State;* exports to China which were ncarlj $tX billion A bilateral 6 PIC Agree- 
ment was signed October AO, 1!)M() which iacluded the necessary provisions for arbitration, subro- 
gation laid foreign government .approval of projects, the final prerequisite step before OPIC 
could authorize programs .in. China... The... Kximbank agreemenUs^. overall ..o^rating imd. lQiin 
agn 3 mm nls provide th< i kc dura I guidelines for F xinibjnk (ending to China Thtir conelusionj 
however, was nut mandatory in order Tor Kximbank to consider loans for United States exports 
to china _. : .. _. •• . _. __. _ _ 

"On M irch J > l'. u <he Biinjk of China applied to the Comptroller of Lhe_ Currency for a 
license to establish a Federal branch pursuant to *he international Banking Act of 1978. The 
application w is ipnrovi d on June I \*)H\ and a- New Yo'-k braneh ofilce was licva"i>-. on Sep* 
t« inlw r 1^.^ 1 : }* 1 . i.n» New York, branch opened tor bus.i.ne. ..s on November Hi, 1 OS 1 lhi.s ofTice 
prov id is full banking sir vices including taking deposits and making loans 

,T In addition Secretary I laig discussed b ro e. strategic issues afld also .an nou u:d American 
wiUingiiess ±o consider ^lUrigau^nxs- t6_CHUla: I lev alsb_idf^nted the Chiriese of tbe President's 
decision to review legislation no longer consistent with current relations, which . prohibits com- 
mercial cooperation with China, and to seek appropriate Congressional action to end such dis- 
continued 
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Vice Premier Bo who offered to co-chair the nexLmeeting in Beij- 
ing in the fall of 1981 with treasury Secretary Donald I T. Rsgan, 
the new American chairman. Secretary Haig also proposed that a 
new joint commission be established to address trade and commer- 
cial matters which had arisen with the vapid expansion of trade. 
This commission, to be chaired on the American side by fte Wm: 
merce Department Secretary, would promote trade and facilitate 
the expansion of business contacts. , - - . , 

In order to broaden economic cooperation, both Americans and 
Chinese have pointed to a full agenda of economic issues for 
Reagan Administration to address. The U.S. private sector has i..n- 
tinuec to lobby specifically for multiple-entry visas, more efficient 
visa r -ocedures, fewer travel restrictions and mote adequate office 
space in China. They have urged both governments to pursue bi- 
lateral tax, patent and investment agreements and to oversee the 
orderly marketing of Chinese exports in the U.S. Other Americans 
have argued that their Government should modify legislation 
which prohibits aid and technical assistan . programs for China, 
and should also liberalize tariff tre; rment when China bee pmes eli- 
gible for the US Generalized System of Preferences (GSP). l » In dis- 
cussions with thejr American counterparts, the Chinese have in- 
quired about: increased investment in light industry to boost ex- 
ports and foreign exchange earnings; increased technical advice 
and cooperation to modernize existing plants and Chinas infra- 
structure; and increased cooperation in oil, coal and hydropower 
sectors. The Chinese have also urged the removal of trade restric- 
tions. In particular, they have indicated that U.S. ^.Pf^^ 1 ' 
policy has caused the delay of American technology sales to China, 
and that U.S. import policy has constrained the ability of China to 
export to the United States, especially Chinese textile products 

Many of these issues were discussed when Treasury Secretary 
Regan visited China in mid-November 1981 for the second session 
of the United States-China Joint Economic Committee. Like the 
first session, numerous agencies in each government participated 
in the three day meeting. iy There were two plenary sessions which 
allowed for a broad review of bilateral economic rektion^s and ^co- 
nomic 
on 



lie de- ^ot-ments in each country, and working group meetings 
fin -ice <.nd investment, taxation, trade and the exchange of 
econom . W^iion. 20 Secretary Regan also met with Premier 
Zhao ZiVf » ud Vice Chairman Deng Xiaoping. ... - 

Through.u: tfie meetings both governments reviev ed with satis- 
faction the rapid development of the United States-C una economic 

amended. " . Gsp jt would have to be designated a beneficiary developing 

>" In order for (^mo_to^ receive MPr^ >iwo g Pres dent may not designate 

country under Section o02 of the Trade _ Act- of; 19 f 4. ™wever j^ae . pro ducts receive MFN, 
any Com»nuni«t country a beneficiary deve op^ng country .HS'^Ag A^ a^d JMF^ahd (31_it is 
£ it bolons* to Soth the General freemen ton Mo|hK 
not dominated or controlled ^*™» Uo ™* 'S ^belong to tr ^ ATT GSP treatmen', 

" « ffiS S *B£d!5 W for B a jolnTpr^&ease which distribute at the conclusion of 
the meetings on November 18, 1981. 
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relationship and restated their commitment to ensure its continue^ 
. expansion. Both governments agreed to meet periodically over the 
year to follow up on issues raised at the second JEC meeting and to 
prepare for the third session, which will be held in Washington in 
the fall of 1982. ' ;. 

Appendix I ' 

Unitko States-China Joint Economic Committee Understanding 

Below is u description of the. purpose and nature of the United States-China Joint 
Economic Committee as agreed to by Treasury Secretary Blumenthal and Vice Pre- 
mier Yu Qiuli representing their respective governments, in BeijihgT March 1, 1979. 

JOINT ECONOMIC COMMITTEE 

President Carter and Vice-Premier Deng agreed to the establishment of a joint 
ehcoriomic committee during their discussions in Washington. As viewed by_ the 
President the Committee s purpose will be to serve as the focal point for interaction 
between our two governments on economic issues, The Committee will be charged 
with coordinating and overseeing the orderly development. of economic relations be- 
tween the United States and the People's Republic of China. The agenda for the 
('"irt'nUtee will in elude trade, tecbnoipgical, in vestment and financial matters. 

The_ United .States. Proposes _tjiat this body formally be named the U.S.-China 
Join t Econ_o_mic Committee and that it function as follows: - . 

__ The Committee rihall have a^i American and a Chinese co-chairman. Each govern- 
ment will appoint a senior economic official a!s co-chairman. President Carter has 
appointed Secretary BJumanthal to chair- for the United States. The Chinese Gov- 
ernment has appointed Vice Premier Yu Qiuli; 

The co-chairmen would be responsible for setting the agenda for the Joint Eco- 
nomic ^ Committee, In effect they would chart or "direct" the development of the 
U.S.-Sino economic realtionship in consultation with their, superiors and with tho 
other members of the Committee; 

In ad ditio n to the two Co-chairmen , th e members hip of the Joi nt Eco nomic Com- 
f" J itt ee wo u Id in c :\ ud e the senior _o ffic ia Is_ from _ each go ver n me nt whose responsi bi 1- 
'ties willaffect or by affected by decisions made by each government on the econom- 
ic .infract ion . bet :Wee_n _t_h_e .United .States and China. For the United States the fol- 
lowing Presidential officers advisors will Be appointed to the Committee: The 
Secretary, of Commerce, Secretary of tabor, Secretary of Agriculture, Secretary of 
Transportation, Secretary of Energy, the Special Trade Representative^ the Presi- 
dent's Science Advisor, the Director of the Export-Import Bank and the Deputy Sec- 
retary of State; 

The interaction bv wtert the above-named officials and the Chinese Government 
on economic matter v -Jl be facilitated and coordinated by the Co-chairmen of the 
Committee and similarly for the Chinese appointees' interaction with the United 
States Government; 

The Co-ehnirmen of the Joint Economic Committee should meet frequently, at 
! east 9» • 99. a , y_ ea r ; or d epe n ding on specific items on the _age n d a, t hey_ m ay_ des ign a te 
representatives to preside oyer joint sessions of the com mittee. lt__is proposed jth at 
Vice Pre mier Yu .Q i u 1 i . and Secretary Bl u m en t hal_ meet .in .Washington at a m u tual- 
ly convenient time to review the work set out .in the.de^rihed. agenda below; 

If the Vice Pr em ie r elects to come. tp _ Washington , h s should be accom panied by 
representatives of the other officjals on the Chinese side of the Committee: Similar^ 
iyj w hen. the Secret** ry_ x>f_ t h e.Treas u ry visi ts_ Peking on Committee buDi n ess, h e w i 1 1 
be .accom panied by representatives of the l&S. side of the Committee, as is the case 
durjngthe. present visit. of. Secretary Blumenthal to Peking; 

__ In addition it is envisioned that the Co-chairmer¥ will communicate with each 
other through cables^ written correspondence and envoys on specific economic mat- 
ters that arise, in order to ensure that they are coordinated by the Committee; 

Each Co-chairman will appoint a representative in his government's embassy to 
serve as his Jiaisoh with his > counterpart;. - 

The initial agenda for the "Joint-Economic Committee will include; 
(I) settlement of private ''lairds; -- 

[Z) settlement of the iss<;^ of fh*: i-laims of both governments; * 
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\'A) resolution oh the viiriouM requirements of a trade agreement J ncludingLthe 
granting to China by the United States of Most Favored Nation trading status 
and p_rovls; on for official credits; 
. (4) business facilitation; 

< 5) an aviation agreement; 

(ti) a shipping agreement ■>- - ■- « 

(7) satisfactory resolution of the issue of China s taxation of income Of U.S. 
corporations operating in China and the U.S. taxation of income of Chinese ert^ 
terprises oper_ating_in the U.S.; _ -* - 

(Hi the establishment of Bank of China offices in the United States? 

(*)> any othrr issue that either side wishes to raise. 

Appends ^ 

United States-China Joint.Economic <' tiTTEE; September 16-18, 1980 
Washinc 

iii:i.v\ ,,\\ ;<>n i.tst 
United States Delegation 



Twisury' IM'jxirt merit _ ' _ 

Secretary Miller; Assistant Secretary Bergsten; Deputy Assistant Secretary Cor- 
nell; Herbert E. Horowitz, Director, Of He<\ of East West Economic_Policyj William 
Barreda, Director, Office ^f International Ti ado; Russell Munk, Assistant General 
Counsel; Patricia Haas International Economist; Natalie ticbtenstein, Attorney; 
and Bruce Palmer. Attorney. 

Commerce Department ■ ... V 

Under Secretary Hertzstein; Deputy Assistant Secretary Nath; David Laux, Direc- 
tor. China Division; Roger Severance, Acting Director, Office of East-West Country • 
Affairs;- Arnold Weiss, Acting Director, Office of East-West Trade Development; 
Roger Stechschulte, Director, Trade Development Assistance Divisions ..Cnnstine 
Lucyk, China Division; David Denny, China Division; Jackson _Richi Chi Division; 
Liliana Monk, China Division; Elaine DiFedeHco, China Division; and Michael Kirk, 
Patent Office. • *J 

U.S.T.R. ' 

Robert Hormats, Deputy U.S. Trade Representative; John Ray, Assistant U.S. 
Trade Representative; Mark Orr, International Economist; and Judith Hancock, At- 
torney Advisor. 
Department of State 

Under Secretary Cooper. 

Bu rea u of Eas t Asian Affairs 

Deputy Assistant Secretary Michael Armacost; Scott Hallford, Deputy Director, • 
Office of Chinese Affe -s; Jerome_Ogrien, economic Section Chief, Office of Chinese 
Affairs; and William f ^ Director, Offict Economic Policy. 

Bun ofEco . :ic and Business irs 

Assistant Secretary i-* iinton; Rici. * Mueller, Deputy Director.. Office of 
Ea^t-We^t .Trade^am. ^ yen ' allbgiy, Economic Officer: Office of East-West Trade. 

Office ofUfia&trfi .>or . 

JObri Crook, Assistant U*gal Advisor. _ k 

U.S. Embassy Beijing • < 

Ambassador Woodcock; and Walter Lenahan. Economic Counselor. . 

Eximhank ; 

John Moore, President and Chairman; Warren Click, General 1 - Counsel; and Ray. 
Albright, Vice President. • 

Overseas Private Investment Corporation... . , . ~. - 

__J. Bruce Llewellyn,' President, Paul Gilbert, Vice President and General Counsel; 
and Anthony Marra, Attorney. , 
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Trade and Development Program 

David Raymond, Director 
Departmen t of Energy 

fces Goldman, Assistant Secret: *'y; and Holsey Hnndyside, Deputy Assistant Secre- 
tary: I 
----- i i 

tfrfHirfmenl of 'Agriculture \ 
James Starkly. Deputy Under Secretary. ' 

Dc^Mir'tmyn't :>f Ixibor 
Dean Clowes, Deputy Under Secretary 

National S* % iuri1y Councii 
Roger Sullivan. 

'Office of Science and Technology' Policy 
Ben Huberman, Associate Director. 

Chinese Delegation 

Bb Yibo, Delegation Leader, Vice Premier, State Council of the People's Republic 
of China; Wang. Bihgpiari, Deputy leader of the delegation, Minister, Ministry of Fi^ 
ha nee; Chai Zemm, Ambassiidbr of the People's Republic of China to the United 
States; Gan Ziyu, Secretary^Geheral bf the delegation, Vice Chairman, State Plan- 
ning Commission; Xie Beiyi, Vice Chairman, State Capital Construction Commis- 
sion, Vice Chairman, Foreign Investment Control Commission; Xu Chi, Vice Chair- 
man, State Machine Building Industry Commission, Vice Mi raster, Ministry of Met- 
allurgical Industry; Wang RUhshehg, Vic^, Minister; "Ministry of Foreign Trade; 
Wang Weicai, Vice Chairman^ hd Vice President^ Bank of China; ZbU Siyi, Director, 
Export -Bureau, Ministry of Foreign Trade; Ji ChabzhU. Deputy Director; Depart- 
ment of American and Oceanian Affairs, Ministry of Foreign Affairs; Warig Lion- 
she rig, Deputy Director, Department of External Finance, Ministry of Finance; Pei 
Chao, Deputy Director, Import Bureau, State Import-Export Commission; Cai 
Liheng, DepUty Director,' State Science and Technology Com miss ion. 

Staff Members (traveling with Vice Premier Ho> 

Wang Li. Division Chief, Department of Aim i ic in and Oceanian Affairs, Ministry 
of Foreign Affairs; Li Miao, Staff Member, Ministry of Finance; Chen Shibiao, Inter- 
preter, Thh-d [ Bureau l Ministry of Foreign Trade: and Zha Peixin, Interpreter, Min- 
istry of Foreign Affairs. M c V 

Ch_ in ese Em bossy _ Delega t ion Ijfie mhers an d s tu ff ■- ~ : -^jp 

Peng Jinbo,^ Counselor (Commercial Affairs); Li Wei, First Secretary; ; Huang 
Jiarirrio, Second Secretary; arid Zhang XUeyab, SeiibrrI Secretary: * 

Work trig grb upth d i'r'm en 

Working Grou p I, Business Fac ilitation and Major P r ejects, Robert He rzstei n and 
Wang Runsheng; Working Group II, Trade Policy. Join rtay and^Gan 2iyu; Working 
.Group III. Finance and Investment,. C. Fred Bergsieri ^nd Xie Beiyi. 

Appendix ti : 

U.S.-Chin'a Joint Economic Committef, N • k-:ji?'». Ni-18, \9\<: 
Beijing 
delegation list 

- Treasury SecTeta ry Donald T. Regans 

Arthur W. Hummel, U:S; Ambassador -to :the People's Republic of China; Martin 
Anderson, Assistant to the -President fbf Policy Development; Beryl W. Sprinkel, 
Treasury Under Secretary (Monetary Affairs); Marc E: Leland, Assistant Secretary 
for International Affairs: William H: Draper III, President and Ck'lrman; Exim- 
barik; Edward V: Hickey. Deputy Assistant to the President; J £: ehapoton. 
Treasury Assistant Secretary (Tax Policy); W. Dennis Thomas, Tr^sury Assistant 
Secretary (Legislative Affairs); Ann D: McLaughlin, Treasury Assistant Secretary 
(Public Affairs); Charles W: Freeman JK T Miniver-Counselor^ UjS. Embassy: 
Norman A: Bailey, National Security Council; Director Planning and Evaluation Di- 
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vision Raymond J Albright. F.ximbauk Vice President; Chri-.tia.i R. Holmes, Trade 
and i lfcw£pH*ht Program Director;. Sidney I., Williams. Oversea, Pnvate Invest- 
merit Corporation. Vice President and General Count*!, ..... rSii-Heii 
Anthony C. Albrecht, State, Deputy Assistant Secretary .(EA. »qbprt A. Corneji, 
Treasury. Deputy Assistant Secretary (Trade and Investment); gene K Lawson, 
C nS,, Deputy Assistant Secretary (East-West Trade); Alan W, Granwell I Treas- 
ury^ J International Tax Counsel; K. George Crass , I I.-Treasu r y, Spec.al ^ ant to 
Secretary Kenan; Patricia A. Haas, Treasury. International Economist; Bruce B. 
Palmer Treasury. Attorney Advisor, Office of the Assistant General Counsel for In- 
ters ^ Affairs; Richard W. Mueller, State, Deputy Director Office of Chwese 
Affai s Philip I*" Lincoln Jr... State, Deputy Director Office of Investment Ata; 
D,vid N Laux, Acting Commercial Counselor, U.S. Embassy; Mark Z Orr, Ub K. 
D.reetor. Kast-West Trade Policy; Jerome Kuhl, Counselor for Agricultural Affairs, 

U Art t hur's S Macras. Counselor for Consular Affairs, U.S. Embassy; David G. Brown, 
Coun^r fo™ Economic Affairs, UJ3.. Embassy; Henry A, Engjebrecht, gnomic 
Counselor. Consulate General, Hong Kong; Louis G Sleeper Regional AAtacheTor 
Ash" Consulate General. Hong Kong: Alfred M Crocker, F. rst Secretary ( resS Of fi- 
ceri. U.S-Embussy; Marcia D; Field, Treasury, Assoc.ate Director; International Tax 
Affairs; Steven R Lainoff, Treasury. Attorney. International Tax Counsel; Robert 
M Field HI. NFAC. Economist; Richard Boucher, State, EconomjeOfficer, Economic 
Bure .u/East-West Trade; Nancy L. Piaster, Treasury, Confidential Secretary la , Sec- 
retary Regan; Patricia M. Cox, Treasury, Delegation Secretary; Sanford Shapiro, 
Treasury. Adthii istriitive Control Officer. 

// Ad t 'tsars , , T . 



^ISI^S ^TS US Embassy; Jef- 

frov I<ee Commerce TDY Officer. U.S. Embassy; Vivian Chang, State, Interpreter 
for Secretary Regan; James W. Brown, State, Interpreter. 

; CHINESE DEI.KG ATION UST 

■W.n K *tf of Finance. Finance Ministry; Gan Ziyu, Vice Minister, 



State Planning Commission; Wei Yuming, Vic Minister, .^te Im^porl-Expor G«£ 
miSvS ion- I u Xuzhang, Vice Minister. Ministry of Foreign irade; Wang Weicai, Vice 
Pres do^t Bank of China; Ji- Chaozhu. De P uty_ Director Department of American- 
Oceankm Affairs, Ministry of Foreign Affairs; Xu Gang,. Deputy director,] State Sta^ 
tistica Bureau^ Liu ZHicherig, Commissioner, General Taxation -Bureau, Ministry of 
usticai Durtau, u u :! . - ^^p^ M ,n strv of ForeiErv Trade: Pei 



sion v-'im-f, i/cpiii imviiL ui »"-' • * 

Zhu'Fugen. Division Chief. Technology Transit,- Department. S^te ImDOrt-Ex^rt 
Commission; Zhao Hong, Division Chief, People's Construction ^Bank of C ^"f ; - ^ 
.Vonii nenutv DivisiortVehief. Department of American-Oceanian Affairs, Ministry 



DsdqIv Division Chief, Th rd Department, Ministry -ui .ruK«ii...w .-."~;"js! 
Beauty Chief, Foreign Affairs Department, Statistical Bureau; Li Miao, Section 
f-nKf ' rienartmen of Exte-nal Finance, Ministry of -Finance; Cheng Shibiao, Staff, 
ThW Department, Ministry of Foreign Trade; Wang Licheng, Staff State Import- 
xwrSSm; Li Shaming, Staff, General Taxation. Bureau, Ministry of Fi- 
^nce Wu Changgen, Staff. Bank of China; Wang Deyu, Staff, State Statistical 
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Bureau; Cheng Vm«. liiti'rjMvii-r; Zhang Zhixinng, Interpreter; Zhao Xianglin, Inter- 
preter; J ih^ Lignng. IniiTpreirr 



U.S. WORKING (iKDUf PARTICIPANTS 

Finqnve and InrestnwnL— Marc & LelandJ (Treasury); Dr. Sprinkel (Treasury)* 
William I)r<: rr .JI.I.iFxim); Raymond. Albright (Extra.).; Sidney A. Williams (OPtC); 
Robert A. Co? nell '<Treasury>; Patricia A. Haas (Treasury); Philip T: Lincoln (State); 
< Vjstciphtir R. Hol.nies (TI)P); Mark Z Orr (USTR); Norman A: Bailey (NSC): .. 

7V(/e— Fugciic l awson j [('onimerct'); Richard W. Mueller (State); Mark Z: Orr 
' L F STRj;_ Have N_. Laux (Commerce.), 

-^..jnfrrmttiun Rxch.u Anthony C Aihrecht .} (State); Bruce B; Palmer (Treas- 

ury );_Robert_N Field (CIA); Richard Boucher (State): 

. Tax.. —J oh n__ K, C ha pot o n 1 ( T reasu ry ); Alan W: (Ira n we 1 1 ffrea sii ry ); Ma rein D. 
Field (Treasury); Steven R. Lainoff (Treasury); 



rillNKSK WORKING GROUP PARTICIPANTS 

hi mim* tirirt In tu • t —\\\ Ch ao - (State Import Export Commission;; Zhan^ 
Uui iBank o!" Oiwwh: ^hiiG Mihgde (State Import- Export Commission); Zhu Fugen 
(State I m port-Ex p>rt (Jbmnussion ) Zhao Hong (Peoples Construction Bank of 
China); Xing Yush i t$U\U Import Export Commission) J^iu Chu (State Import' 
Export Commission) ZHang Zhcnping ^Ministry of Finance), Zuo Benjun (Ministry 
oJ Fininc* > Yu Ivangnian (Bank of -China); Wang Licheng (State Import-Export 
( (uiitnission) Wu ( hcinggen (Bank of China4 t Zhang ZhixiangUnterpreter)- 

Tnidv.-^lA Shudo M Ministry of Foreign Trade); Zhang Guochen (Ministry of For- 
eign Trade) Cheng Shibiao (Ministry of Foreign Trade), Jing Ligang (Interpreter). 

Information Ex<hnn^ — Xu Gang^ (State Statistical Bureau); Liao Xishun (Office 
of Econo^nu Reform under the State Council): Tie Da* hang (State Statistical 
Bureau >; Wang Dryu (Stair Statistical Bureau); Zhao Xianglin (Interpreter), 

Tux —Liu Zhicheng (Ministry of Finance); Cheng Viyan (Customs General Ad- 
ministration* Liu Yi (Ministry of Foreign AH airs) Zhnng_ Yiming (Ministry cf Fi- 
nance); Li Shuming (Ministry of Finance); Cheng Yan (Interpreter). 

Appendix IV ; 

P-ess Rkkkask; Novkmbkh 18, llttq 

The United StattsChini Joint Economic-Committee met for its second _annua! 
svssion in Beijing, China, oh November lti, 17 and IK, 1 OKI, The United Stat^S^re- 
tarv of the Treasury Damud I Rega ^ and the Chinese Vice Premier Bo Yibo co^ 
chaired the meeting. Representatives uf- numerous ministries and agencies of both 
governrnents participated Mr. Arthur W. Hummel, Jr., the United States Ambassa- 
dor to China, aiso attended the meeting. - / 

The Joint .Economic C mmittee' was established in 1^79 -shortly after the estar> 
I is h meri t of diploi^nli. relations betwe en the two countries, II i& designed to serve as- 
a focal point for coordinating the entire spectrum of U.S.—Chiria ecc ndmic rela^ 
tions. . . ... 

Since the establishment of diplomatic relations between the two corhtrios, U-.3-.- 
Chiiia e.ccmnhiic relations Have grown at a rapid pace. Two-way hade was $1.2 bil- * 
lion in doubled in l')7 ( ) and a^ain in 1 M S0, and is expected to b» approximately 
$~k~) billion th ; s year; Bilateral banking relations have also. expanded. Seventy-th^ee 
U.S. banks now have correspondent relations with the Bank of China which this 
week opened a branch office in New York. City. Business and investment ties have 
also grown. 

_ A serirs of formal bilateral agreements signed over the past two years between 
the two governments; pertaining to claims settlement; trade, textiles! grain, civil 
aviation, maritime relations; export credits and government itisii i ranee and guaran- 
tees of private, investment, have provided a sound basis for the expansion of U.S.- 
( 'h in a-eoonomic relations. 

_ !n addition to two. plenary sessions which reviewed the overall economic relation- 
ship, four working groups conducted indepth discussions of specific issues. The four 
working groups concentrated on taxation; finance and investment; exchange of eco- 
nomic information; and trade. 



1 U 3 Chairmen • 

2 Chinese Chairmen. 
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In the tax ami, n-pivsi-ntaf ivi«s of the two Kovemm»hts -initiated negotiations on 
t, comprehensive, tax treaty,j»s_well as on a limited bilateral income tax treaty relat- 
ing to reciprocal exemption .from taxation ,__of earnings of aircraft and. ships They 
exchanged letters with respect to the reciprocal exemption from taxation ol 1 snip- 
ping revenues: In addition, representatives of the two. governments exchanged Jet- 
ted relating to an understanding. with respect to the taxation of aviation profits. 

The representatives of the two governments noted that the scope of the exemption 
from turnings would be expanded in the overall bilateral tax treaty wUhout regard 
to where the vessel or aircraft is registered. Both sides also discussed Chinas tax 
laws and their applicability to foreign firms investing in China. , 

In the finance and investment area, representatives of the two governments dis- 
cussed • investment opportunities in China, Chihii success to US, RPvernment ^ 
nance programs and private capital markets in the U S China noted hat the 
energy transportation. agriculture. and light industry sectors offer possibilities for 
fihiincial and technical cooperation. - - -- - --- ; - r 

The U S noted that the primary source of U.S. financing available to China is t_he 
United States private sector. Jn this regard, the U.S. agreed to facilitate contacts 
between-China and private U.S. banks and other financial institutions. _ 

U.S. Government programs with limited resources are also available to China 
such as the Overseas Private Investment Corporation, the Commodity Credit Corpo- 
ration and the Trade and Development Program. U.S. officials reaffirmed that the 
U S Kxport-Import Bank was prepared to continue to make available export credit 
arrangements Ibr China on a case by case basis. to_a_ssist_LLS. exporters to partici- 
pate in the implementation of China's modernization program. . ... 

Representatives of the two governments reviewed progress to date in exchanging 
economic information and considered that a good beginning had been made, Both 
sides agreed to take additional steps to facilitate the fiow ol economic information 
and^experts. It was noted that each side may contact any relevant agency of either 
government for information. In addition to the normal, on-going exchanges. with .rel- 
evant agencies, steps were taken to facilitate replies to requests for information. 
The two sides reached an understanding that efforts would be made to obtain appro- 
priate responses to inquiries and to arrange appropriate programs for visiting ex- 
erts. Both sides agreed that a b.etter understanding of each others economies 

would help strengthen economic ties. . . ... , » 

In the trade area; China and the United. States reviewed the ^ 
trade over the last two years ajid discussed some. of_th_e problems involved in the 
bilateral trade as well as ways and methods to solve them. • 

Representatives of the two- governments discussed the soon -to-be-formed Joint 
Commission on Commerce and Trade and had preliminary conversations on topics 
for discussion at its first meeting next spring and issues to^e_reso!ved atjhat mee ~ 
ing. Both sides hope that this Commission will play an active role in P r0 ^ n f bl " 
lateral trade, exploring ways ^minimize trade obstacles, and giving an impetus to 

tr With regard to the reciprocal establishment of Government Trade pffices, it was 
agreed that the American Embassy in Beijing -will continue discussions with the 
Ministry of Foreign Trade and that they would make every effort to conclude an 

^Wh^ Regan also met with Vice Chairman Deng Xiaoping 

a ^rr^^t^Snd in what will be a series of annual meetings of the Com- 
mittee. Both government emphasized that the annual meeting is part of an ongoing 
process of strengthening and expanding the economic relationship between China 

^"jt was^greedTh^rthe next annual meeting of the Joint Economic Committe will 
be held in Washington in the fall of 1982; 
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